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THE MAKING OF RATES FOR WORKMEN’S 
COMPENSATION INSURANCE 

Perhaps no phase of workmen’s compensation insurance is mer? 
interesting, or less familiar, to the layman than the principles and 
practice of rate-making. If the interested layman be an employer, 

he has been assured that the rate for his establishment is derived 
from actual experience, perhaps even that the present rates are the 
most scientific ever devised by the wit of man;’ if an academic 

inquirer, he has learned of pure premiums, loadings, and multipliers, 
and of various formulae for the calculation of each; but in neither 

case has he been able to obtain much information as to the actual 

processes of rate-making.* It is hoped, therefore, that a non- 

technical analysis of these processes may be of value to that growing 

body of economic students who concern themselves with social 

insurance. 
All insurance rates are made up of two factors: the “pure 

premium,” or actual benefits insured, and the “expense loading,” 

* Cf. press notice of the National Workmen’s Compensation Service Bureau in 
the New York Journal of Commerce, March 9, 1917. 

2See Scattergood, ‘‘The Calculation of Workmen’s Compensation Premium 
Rates,” in Annals of the American Academy, March, 1917, p. 255; Synthesis of 

Rates, for Workmen’s Compensation, Fidelity and Casualty Co., 92 Liberty St., New 

York. 
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or cost of insurance management.' These primary factors are so 

far independent that a separate discussion of them will conduce to 
clearness. Both, again, are markedly affected by the type of 

insurance organization; for neither the expenses of management 
nor the initial pure premium need be the same in the case of an 
insurance monopoly as in the case of competing insurers? In 
this country, however, the principles of competitive rate-making 

have usually been applied (at least ostensibly) even by state 
monopolies. At the same time the great bulk of the business 
(probably not less than four-fifths of the total)’ is carried by com- 
peting insurers. The present paper, accordingly, will deal exclu- 

sively with competitive rate-making, which is at once the more 
complex problem and the subject of greater immediate public 

interest. 
I. PURE PREMIUMS‘ 

Two features sharply distinguish competitive from monopolistic 
insurance rate-making: the rates must be “prospective,” and they 

must cover the full ultimate cost of the benefits insured against. 
Both features derive from the purely contractual relationship of 

insurer and insured. A competing insurance carrier has no hold 

upon its clients beyond the term of the insurance contract (in this 
case usually one year) ;5 no guaranty of their continuance except its 
ability to win their patronage, and hence no power to collect from 

* Expense loading does not appear as a part of the rate in the case of those state- 
conducted insurers whose expenses are paid out of public revenues. Such insurers 

have two sources of income, premiums and appropriations from the public treasury. 

But in the case of these insurers the premium rates do not represent the full cost of 

insurance. 

2 See “The Organization of Workmen’s Compensation Insurance,” the Journal 

of Political Economy, XXIV, 951. 

3 See totals for 1915 cited by H. E. Ryan, Annals of the American Academy, March, 
1917, p. 245. The totals for 1916 are certainly greater by several millions, but the 

proportions are probably not much different. 

4 In this country both the pure premium (or net benefit cost) rate and the total pre- 
mium rates are invariably expressed in cents per $100 of employers’ pay-roll. Thus an 

accident cost of $6,000 on an insured pay-roll of $1,000,000 would produce a “‘pure 
premium” of $0.60. This, with the average expense loading of 40 per cent of total pre- 
mium, would give a premium rate of $1.00. 

s Even the annual term is not fixed; either party may cancel the contract at 

any time upon giving the stipulated notice. 
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present policyholders the means of discharging obligations which 

arose under past contracts. To be secure of continued solvency, 

such a carrier must operate on the “full reserve” plan; that is to 

say, its premiums must cover, not only the payments to be made 
within the insurance period, but, as well, the reserves necessary 

for the final discharge of all claims which arise during the policy 

term.' An insurer, moreover, who relies upon purely voluntary con- 
tracts is competitively obliged to sell insurance at a stipulated maxi- 

mum rate, fixed at the beginning of the policy period. For the 

employer buys insurance to escape risk and he is so intent upon this 

point that any uncertainty in the final maximum rate is a competi- 
tive disadvantage.” 

The pure premiums of competitive insurers, accordingly, are not 
the actual payments made, or even the actual costs incurred, 

during an insurance year,’ but the expected cost to be incurred 

1 Cf. Annals of the American Academy, March, 1917, p. 297. 

2 A fixed maximum rate of premium and an absolute guaranty against losses not 

covered by the premium are often said to characterize joint-stock, in contradistinction 
from mutual, insurers (cf. Rubinow, Social Insurance, p. 143). But this distinction 
is rather de jure than de facto. Legally, a mutual has the right to levy assessments 

beyond the stipulated premium rate; practically an assessment would be fatal to 

survival. The successful mutuals in this country all charge, in effect, a fixed maximum 
rate. Some of the best-managed mutuals maintaip. as well a level rate of policy 

“dividends.” The net rates of the American Mutual or the Massachusetts Employees’ 
Insurance Association, for example, are as definite and as well understood by policy- 
holders as the net rates of stock companies. In most of the states, moreover, insur- 
ance does not relieve the employer of his liability to pay compensation, so that the 
“absolute guaranty” above spoken of extends no further than the solvency of his 
insurer, whether stock or mutual. 

3 The insurance year is not, as a rule, the calendar year, but the policy year. 

Policies usually are issued for terms of one year, or, if for a longer term, are divided 
into years of account. Thus a policy issued January 1, 1916, will terminate January 1, 
1917, and a policy issued December 31, 1916, will terminate December 31, 191g. All 
premiums, losses, and specifically allocated expenses arising from policies issued in 

1916 are referred to the policy year of issue, 1916, so that the policy year, or year of 
account, 1916, extends, chronologically, from January 1, 1916, to December 31, 1917, 
and overlaps, in point of time, the years of issue 1915 and 1917. This practice arises 
from the desire of insurers to distribute their business evenly throughout the year. 

As a matter of accounting it occasions no confusion and is, indeed, the only feasible 
method, given business so distributed, of referring losses and expenses to premiums 
and pay-roll exposure. It results, however, in throwing experience back one year 

so that in a rate revision in the early part of 1917 the latest available experience is 
derived from the year of issue 1914. 
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within the period covered by the insurance contract. This expected 

cost is perforce estimated in advance of the insurance period and on 
the basis of past experience. Two elements of uncertainty are 

thereby at once introduced into the calculation. (1) The past, 
even the recent past, never exactly prognosticates the future. 
Not only are industrial equipment, methods, and personnel forever 
changing, with consequent changes in the number and severity of 
work accidents; accident rates apparently are affected also by 

economic cycles of depression and prosperity.’ In many, if not 

most, industries changes in technique and personnel are so rapid 

that accident experience may be said to become obsolescent in 

five years’ time, while cycles of business activity are so unpredict- 
able that the experience of a series of favorable years may come to 

be applied to a year of abnormal risk,? and vice versa. (2) For 

the reasons just stated it is only the experience of the recent past 
which can safely be relied on for rate-making, and the experience 

of the recent past always contains a large element of more or less 
uncertain future payments. 

To make this last point clear, a rough analysis of compensation 

benefits will suffice. Death benefits commonly take the form of 

weekly or monthly payment to dependents, either for a stated 
period or for the duration of presumed dependency. In the 

latter case, if the payments continue on the average no more than 

ten years’ and fatalities are evenly distributed throughout the year, 
only one-twentieth of the total death benefits incurred in any 

insurance year will have been paid at the end of the year. Perma- 

nent disability benefits, in this country, usually are weekly payments 

for a limited period; if payable for life, about one-fortieth of 

the whole incurred amount will have been discharged within the 

* See Mowbray and Black, “On the Relation of Industrial Accidents to Business 

Activity,” Proceedings of the Casualty Actuarial and Statistical Society of America, I, 
418. 

? This is precisely what occurred with respect to compensation insurance rates 

projected in the fall of 1915 upon experience developed by policies issued in 1912 and 
1913. 

3 After allowing for mortality and remarriage of dependents and for the age at 

which legal child-dependency ceases. 
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insurance year." Temporary disability benefits, in the nature of the 
case, run for shorter periods; the greater part will have been 
discharged within the insurance year of incurrence. Medical, 

hospital, and funeral benefits stand in similar case: the bulk of these 

services are furnished and paid for within a few weeks after the 
occurrence of the accidents which occasion them. The proportion 
of incurred benefits which are still outstanding at the end of an 
insurance year, therefore, will vary pretty directly with the form and 

amount of compensation for death and permanent disability. 

Under what might be styled a full indemnity law, which provides 
pensions throughout the period of disability or dependence, future 
payments would comprise some 80 per cent of the incurred cost 

of a single year and more than half of the cumulative pure premiums 

for a five-year period. Under a limited benefit law, such as that 
of Pennsylvania, this proportion would fall to about 60 and 25 per 
cent, respectively. 

The large proportion of “outstandings’”’ to total incurred 

cost would not seriously complicate the determination of pure 
premiums if the outstandings themselves could be accurately ascer- 

tained. Unhappily this is not the case. The cost of recent claims 
is uncertain because many cases of apparent temporary disability 

will develop into death or permanent disability. Even with 

respect to known fatal and permanent cases valuation is no easy 

matter. The present value of future payments for these cases is 
affected by both mortality and remarriage, neither of which factors 

can be satisfactorily measured from existing data. The American 

Experience Table, for example, is a table of selected lives, whereas 

industrial accident pensioners are representative of the general 
population. Death benefits, moreover, are joint, rather than 

several annuities. Thus the New York Act awards 30 per cent 
of wages to a widow alone, 40 per cent to a widow and one child, 
663 per cent to a widow and five or more children, the pension in 
respect of each child ceasing at the age of eighteen. The valuation 

t This assumes an average life-expectancy of twenty years (probably too low) 

and disregards interest. This true proportion is perhaps nearer 1:36. This proportion 
will not, of course, hold of minor permanent injuries, such as loss of fingers. 

ah 
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of such a pension evidently involves the principle of group survivor- 

ship. In the absence of appropriate American data the adminis- 
trative authorities of New York have fallen back upon the Danish 
Survivorship Annuitants’ Table, which gives even higher values 
than the American Experience Table, because of the exceptional 

longevity of the Danish population. As to persons permanently 

disabled by accident it is still a moot point with actuaries whether 

their longevity is greater or less than that of the general population. 
If mortality among compensation pensioners is thus uncertain, 

the remarriage rate is, as yet, wholly conjectural. The New York 
authorities, again, have relied on the experience of the Dutch 

Royal Institute’ as a pis aller; but that the remarriage rate of 

Italian and Slavic widows in the United States wil! coincide with 

that of Hollanders in their native land is neither proved nor prob- 

able.2/ To make a bad matter worse, outstandings are at present 
estimated by some fifty insurance carriers, each acting inde- 
pendently and upon no uniform principle. 

Thus far it has appeared that compensation insurance rates 

are projected into the future upon the basis of past pure premiums 

which, in the nature of the case, will never be exactly reproduced 
by the future period to which these projected rates apply and which 

cannot be accurately determined even for the past period from 

which the pure premiums are derived. The errors arising from 

both these sources are immensely aggravated by the subdivision of 
experience into industry classes. Rightly or wrongly, it has come 
to be assumed on every hand that compensation insurance rates 

should be adjusted as far as possible to the specific accident cost 

of each definable industry. Since, however, the unit of compensa- 
tion insurance is necessarily the entrepreneurial establishment, 

the attempt to classify industries by degree of accident hazard 

has resulted in a classification of business enterprises in terms of 
work performed or product turned out. Some 1,500 risk classes 

t See Fondiller in Proceedings of the Casualty Actuarial and Statistical Society of 
America, Nos. 4 and 6. 

2 The estimated value for each $100 annual compensation to a widow is $941 .046 

at age 20, $1,151.593 at age 25, $1,600.95 at age 43 (maximum), and $1,197.493 at 

age 60; decreasing probability of remarriage more than offsetting mortality up to age 
43. The validity of these relative values appears at least dubious. 
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have in this way grown up, for each of which a pure premium is 
to be established ostensibly on the basis of its own experience. 

Even this is not all. American compensation acts are state, 
not national, in scope. Both the legal benefits and the spirit 

in which the laws are administered differ widely from state to 

state, and even from time to time within the same state, so that 

experience had under one jurisdiction or under one benefit scale 
cannot directly be applied to any other. The 1,500 risk classes 

must accordingly be further split up into thirty or more state units. 
The ultimate subdivision in most instances, obviously, is too small 

to afford any dependable indication of accident cost. On the one 

hand, any particular industry is much more liable to violent fluctua- 

tions, whether from technological progress or from economic cycles, 

than is the whole mass of business enterprise; on the other hand, the 

smaller the numbers dealt with, the greater the probability of chance 

deviation. If a given industry or group of industries produces 

100,000 accidents annually, the probabilities are strong that the 
series will be reasonably stable; in particular neither the proportion 

of deaths, of permanent disabilities, and of long-term temporary dis- 

abilities, nor the total number of such injuries per unit of exposure 

will vary widely from year to year unless in consequence of pro- 

found technological or economic disturbance. But when the 
number of insured workmen in the risk group falls to a few hun- 

dreds’ neither the accident rate nor the accident cost per $100 of 
pay-roll is a proper basis for prediction. 

Various attempts have been made to overcome the deficiency 

of exposure in the ultimate risk classes by grouping related classi- 

fications and by combining the experience of different states in the 
same classifications. Both methods enlarge the exposure at a 

more or less serious cost of homogeneity and thereby of depend- 
ability. The principles of combination in the two cases are so dis- 
similar that a separate discussion of each is necessary. 

tIn the state of Wisconsin only 188 risk classes developed as much as $100,000 
insured pay-roll in two years’ experience (see Bulletin of the Industrial Commission of 
Wisconsin, Workmen’s Compensation Insurance, August, 1916, Tables VI and VII). 

A pay-roll of $50,000 per annum would correspond to something less than 100 full- 
time workmen. 

Lom 
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1. One obvious method of combining classifications is to throw 

together those risk classes which have produced approximately the 

same pure premiums. This method is actually applied in the sense 

that the number of rate gradations is very much less than the 

number of risk classes. But these rate groups, or grades, are used 
only for the calculation of rates after the pure premiums have 

been established; they cannot appropriately be used for the 
determination of pure premiums because they represent only a 
fortuitous similarity of accident cost in a limited exposure. Furni- 

ture manufacturing, brass founding, machinery building, and 

interior painting and paperhanging may all have developed the 

same accident cost per unit of exposure,’ but the component hazards 
of these industries are so diverse that continued similarity of pure 
premiums cannot be predicated. On the other hand, the processes 
and equipment employed in the manufacture of bedsteads, book- 

cases, chairs, desks, tables, incubators, and refrigerators, are so 

nearly identical that any divergence of pure premiums in a limited 

exposure may properly be disregarded, and the rate for each be 
derived from the combined experience of the group. On this prin- 
ciple the 1,500 manual classifications have been arranged in some 300 

groups of industries or businesses which are presumed to be similar 

in kind and degree of hazard.?, Unfortunately, however, the subject 

has not received sufficient study from either the statistical or the 

engineering standpoint. Many of the existing groups are wanting 

in homogeneity, while others are separated by arbitrary lines of 
nomenclature. Hence, the risk groups actually used in rate- 
making do not strictly conform to the statistical groups nor are 

* The actual “‘basic’”’ pure premiums on all these classifications, by the last 

available experience, is about $0.47 per $100 of pay-roll. 

2 The present industry groups were developed by the statistical committees of the 
International Association of Industrial Accident Boards and Commissions, and of 

the National Workmen’s Compensation Service Bureau—a voluntary association of 

some twenty stock casualty insurance companies. 
The number of effective rate groups is not easily determinable, but is less than the 

number of code groups. Thus, engine manufacturing ranks as a separate group, 
though the rates for each member of the group are in fact derived from the machine- 
shop and foundry experience. There are numerous similar cases, some of them relics 

of former rate discriminations, others due to sheer want of courage and insight on the 

part of code compilers. 
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they consistently preserved in successive revisions of the manual. 

So far are the present industry groups from definitive recognition 

that it is always a matter of judgment, and often a matter of con- 

troversy, at each rate revision, whether the rate for a particular 

classification should be based upon the specific experience of the 
class or the combined experience of the group to which it is 

assigned, or related to the experience of some specific risk class 
which is deemed to be analagous in hazard. Nevertheless, the use 

of group experience has narrowed the field of sheer ‘‘underwriter’s 

judgment” in rate-making and has removed many former discrimi- 

nations in particular class rates. A further and great advance 

would result from a thorough recasting of the present groups upon 
the basis of systematic engineering and statistical inquiry. 

2. The combining of experience from different states would 
present no great difficulty if only the scale of benefits were uniform 

or susceptible of uniform grading from a common basis. No doubt 

the hazards of particular industries, such as coal mining, logging, 
agriculture, machinery building, or cotton spinning, vary somewhat 

widely in different geographical regions. Yet such differences, after 
all, are not perhaps very numerous nor very difficult of determina- 
tion. It is the immense diversity of benefits for similar injuries 

which goes furthest to vitiate any comparison of pure premiums 

produced under different jurisdictions. The percentage of wages 

payable to injured or dependent beneficiaries, the minimum and 

maximum weekly benefits, the “waiting period,” the rate and 

duration of payments for death and permanent disability, the 
amount of medical aid—all differ widely and erratically from state 

to state, so that no single ratio will hold for all classes of benefits 

as between any two jurisdictions. 
Notwithstanding the obvious objections just recited, rate- 

making committees have heretofore relied upon single ratios, in 

the form of flat “law differentials,” for the purpose of reducing to a 
common denominator the pure premiums incurred under dissimilar 

benefits. The law differential, in this sense, is the ratio between 

the (computed) ultimate cost of compensation for 100,000 accidents 

in a hypothetical standard distribution under the given scale of 

benefits and the (computed) ultimate cost of the same accidents 
ce 
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under the Massachusetts Act of 1912. The standard distribution 

employed was worked out by Dr. I. M. Rubinow on the basis of 
European and early American statistics' and shows the number of 

injuries of each specified degree of severity normally to be expected 

in 100,000 accidents causing disability for at least one day. The 
computation based upon this table is modified by a more or less 

conjectural allowance for medical aid and for the effect of minimum 
and maximum wage limits. The most that can be said for this 
method is that no better basis has yet been devised for estimating 

the relative cost of compensation laws in advance of experience. As 

applied to the experienced pure premiums of specific classifications, 
however, the method is open to very grave objections. 

A flat law differential, in truth, rests upon an assumption 
which is clearly contrary to fact—the assumption, namely, that the 

distribution of severity of work injuries is the same for all industries. 

If the proportion of deaths and permanent disabilities and the 
average duration of temporary disabilities were indeed the same 

in coal mining as in silk weaving, the detailed differences above 
spoken of might safely be ignored for the purpose in hand. Un- 
fortunately for the hypothesis, the facts are notoriously otherwise. 

Ten thousand accidents do not cost the same in the sewing trades 

as in railroad transportation, nor will the average ratio between the 
New York and the original Massachusetts scale of benefits hold 
for either stone quarries or retail stores. By ignoring these differ- 

ences, the flat differentials distort experience both in the process 
of reducing experienced pure premiums to the basic level and in 

the subsequent application of state multipliers to the basic pure 
premiums so derived. 

* Rubinow, Standard Accident Table. 

2 The present practice is to express medical benefits as a percentage of the com- 
puted cost of other benefits. Independent computation, upon the basis of medical 

benefit statistics classified by severity of injury, would at least avoid cumulative error. 
As to the effect of wage limits, the wage-distribution statistics relied upon for most 

states are woefully inadequate. 

3 The actual process of deriving basic pure premiums consists in adding together 

the reported pay-rolls and “reduced losses” of all states and dividing the combined 
‘reduced losses” by the combined pay-rolls. The ‘“‘reduced losses” are obtained 
by applying to the reported losses of the given state a “reduction multiplier” which 

is the reciprocal of the law differential. The pure premium for a given state is then 
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The weakness of the flat law differentials is well understood 

by compensation statisticians and actuaries, and the corrective 
is neither recondite nor impracticable. It consists merely in the 
analysis of accident costs by severity of injury and the application 

of an appropriate differential to each injury group—deaths, perma- 
nent total disabilities, permanent partial disabilities, temporary 

disabilities. The one obstacle to the use of this simple and obvious 

method is that neither insurance carriers nor state administrators 
have compiled accident statistics in a form appropriate to the 

purpose. Meanwhile the rates for the leading classifications in 

important states are derived from the separate experience of the 

state in question; in other states and for other classifications 
the basic pure premiums, with all their admitted imperfections, 
are necessarily employed. 

The combined effect of prospective rates, full reserve premiums, 

over-refined risk classes, and flat state differentials, is to intro- 

duce a large measure of conjecture into the most fundamental of 

all rate-making data—the actual cost of insured benefits per unit 
of exposure. The basic pure premiums do not truly represent the 
reported experience and scarcely deserve the reliance actually 

placed upon them by rate-making committees. What is scarcely 

less serious, the reported experience itself, even if correctly trans- 
lated, is not a sufficient basis for prospective insurance rates, 

because (a) the exposure on many risk classes is wholly inade- 

quate, (b) the outstanding liabilities may not have been correctly 

obtained by multiplying the basic pure premium by the law differential. Thus the 
aggregate pay-roll for the classification ‘machine shops, no foundry,” as last reported, 
was $78,254,573, and the aggregate “‘reduced losses” $364,666, producing a basic 
pure premium of $0.466. The Pennsylvania pure premium for 1917 is 1.20X .466 
or $0. 559. 

The distortion spoken of in the text is most serious in the case of New York 
experience which is at once the largest in volume and the least susceptible of reduction 

by a flat divisor. Thus, with the reduction factor employed at the last rate revision, 
losses of $18,900 from New York would count for $10,000 reduced losses, irrespective 

of the actual components. But if this sum comprised $12,000 for one permanent total 
disability and $6,000 for one death, the true basic equivalent would be much nearer 

$5,000 than $10,000. Conversely, the flat differential gives much too small a value 
for New York when applied to a basic pure premium which comprises a large propor- 

tion of death and permanent total-disability losses. 

= 

> 



972 JOURNAL OF POLITICAL ECONOMY 

estimated, (c) the reported experience may not have covered the 
precise range of business which the risk class is intended to describe, 

and (d) the experience relied on may relate to a period of greater 
or less industrial activity, or of more or less effective accident pre- 

vention than ‘hat for which the rates are projected. Hence, in the 

actual process of rate-making, the calculated basic pure premiums 
are more or less modified by judgment, and a number of more or 

less conjectural loadings are introduced into the state multipliers. 

Judgment is necessarily exercised in the grouping of minor 
classifications to obtain a combined experience or in the gradation 

of risk classes within a group or in the assignment of a rate for one 

classification by analogy to some other for which a large volume of 

experience has been reported. The indicated pure premiums, 
again, unless the recorded exposure is very large, are frequently 
graded up or down on the ground that the reported losses include 
less or more than the expected proportion of death and permanent 

disability benefits? It results from these judgment modifications 

that the “‘selected”’ pure premiums for many classifications depart 

rather widely from the experience indication. In the aggregate, 

indeed, the pure premiums selected at the last rate revision exceed 

the calculated reduced losses by some g per cent. This judgment 

* In the last rate revision, for example, the reported experience for coal merchants, 

fuel and material dealers, stevedores, sawmills and planing-mills, was had under 

classifications covering a different range of operations from the classifications now in 

use. About $8,000,000 of pay-roll from Illinois was thrown out of the Masonry 

N.O.C. classification on somewhat similar grounds. 

2 The average proportion of death benefits to all benefits, upon the total extant 
experience from New York, Massachusetts, New Jersey, Illinois, Michigan, Wisconsin, 
Minnesota, Iowa and California, is approximately 20 per cent. This ratio was 
often referred to by the Augmented Standing Committee, 1917, as a basis for 

judgment modifications of indicated pure premiums. Such a norm is doubtless a 
better guide than unrestrained judgment, but it tends to an artificial leveling up of 
pure premiums. The varying proportion of serious injuries is precisely one of 

those hazard differences between industries which accident insurance rates are 

intended to reflect. 
Mr. E. E. Watson, actuary of the (monopolistic) Ohio State Fund, has devised a 

more systematic, consistent, and equitable method of “‘spreading’”’ death and perma- 

nent total disability losses by charging a fixed proportion of each such loss to the 

specific risk class in which it originated and distributing the remainder over the 
broad industry group which includes this classification. 

3 Writer’s calculation. 
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loading is by no means uniformly distributed, but falls mainly upon 
high-rated industries and minor classifications. 

The basic pure premiums, finally, whether selected or calculated, 

are translated into state pure premiums by means of multipliers 

which rest as much upon judgment as upon ascertained fact. 

(a) The least disputable of the factors entering into these multipliers 
are the state law differentials whose weaknesses were adverted to 
in another connection. (+) The law differentials themselves are 

graded in accordance with the age of the act in question, upon the 

theory that the cost of compensation progressively increases 

during the first few years’ experience as accident reporting improves 

and workmen become better educated to their legal rights.t (c) In 

the last rate revision, moreover, account was taken of the fact that 

the experienced pure premiums were derived from several years 
of normal or even subnormal industrial activity, whereas rates 
were to be projected for a period of unparalleled expansion. It 

was commonly believed that the excessive loss ratios indicated by 

immature experience for 1916 were somehow correlated with this 

sudden expansion of industry. There was no conclusive evidence 

of such correlation, much less any quantitative measure of increased 
accident cost per unit of pay-roll, but the prevailing belief was 
borne out by certain partial tests and by the common knowledge 
that the speeding up of industry means more crowded plants, more 
driving of workmen, more overtime, a greater number of inexperi- 

enced employees, and less attention to accident prevention. On 

this somewhat dubious basis, then, a loading of 15 per cent was 

incorporated in the basic pure premiums to offset the supposed 

effect of increased industrial activity. (d) Logically antedating 

all the foregoing factors is an allowance of 2 per cent in the basic 
pure premiums themselves for underestimate of outstandings in the 

* The Actuarial Sub-Committee of the Augmented Standing Committee, 1917, 

upon the basis of a fair volume of experience from California, Massachusetts, Rhode 

Island and Wisconsin, determined the ratios to be: first year, 1.00; second year, 

1.10; third year, 1.15; fourth year, 1.18; fifth year, 1.20. Inasmuch as the pure 
premium experience relied on, being detived from policy years of issue 1912, 1913, 

and 1914, answered nearly to the mean of the first and second years, upon a weighted 
average, these ratios were taken at: first year, .95; second year, 1.05; third year, 
1.10; fourth year, 1.125; fifth year, 1.14. 

= 
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reported losses. It is doubtful whether any allowance under this 
head is justifiable in face of the substantial judgment loading already 

referred to; in any case, the percentage fixed upon implies a degree 

of accuracy in the determination of pure premiums which has not 

been, and is not likely to be, realized. 

By bringing all these factors together, the pure premium for the 
state of New York, for example, becomes 

p=(1.02 rX1.89)(1+.125+.15)=2.4579 * 

where z is the basic and the state pure premium (or expected 

accident cost), 1.02 the factor for underestimate of outstandings, 

1.89 the state law differential, 1.125 the factor for claim cost 

in the fourth,’ as compared with the first year of compensation, and 

.15 the estimated increase of claim cost for current, as compared 
with a period of normal industrial conditions. In such a formula 

experienced losses have ceased to be the main element of even the 
expected pure cost of benefits insured. The basic pure premiums 

serve chiefly as a guide to relative rates; absolute rates are derived 
in greater part from factors which professedly are not susceptible 

of mathematical determination.’ 

II. EXPENSE AND PROFITS LOADING 

To the pure premium (or expected cost of benefits insured) 

must be added the expenses and profits of insurance carriers to 

make up the full sum of insurance cost. Management expenses 

* All rates were in addition ‘“‘loaded”’ by 1 per cent to offset reductions by experi- 

ence rating, and rates for classifications subject to schedule rating were increased by 
a further 9 per cent to offset schedule-rating credits—a curious commentary upon the 
accident prevention value of merit rating as privately viewed by insurance carriers. 
The experience-rating factor was incorporated in the state multipiier, but the increase 

for schedule rating was concealed in the rate symbols. Apparently it was not 
deemed wise to inform employers that their “‘merit discounts” are fictitious. 

Both these loadings were rejected in Pennsylvania on the ground that the merit- 

rating system there used produces an approximate balance of charges and credits. 

* The fourth year of compensation in New York ends July 1, 1918. 

? Both the basic pure premiums and the derived rates are, notwithstanding, 
arranged in a hypothetical expotential series, starting with one-cent intervals. The 

result is to give a fictitious accuracy to rates of which the error may often be as much as 

25 percent. It must be a very innocent layman who is deceived by the meretriciously 

mathematical rate of $3.03. 
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vary from state to state, from industry to industry, and from one 
type of carrier to another, but the average for stock companies 

throughout the United States is about 4o per cent of gross com- 
pensation premiums, distributed as follows:" 

Percentage 

Acquisition of business (chiefly agents’ commissions)... 17.5 
Adjustment of claims (investigation of claims, defense 

of suits, handling of vouchers, etc.)............. 7.0 

General administration? (home office)............... 7.0 

40.0 

At the last rate revision a further loading of 13 per cent upon 
gross premium was introduced for underwriter’s profit, corre- 

sponding to about 5 per cent upon the capital at risk. This allow- 

ance appears at first sight very moderate, but when it is remembered 
that the capital is itself invested in income-bearing securities, that 

the insurer enjoys a constant return upon unearned premiums‘ 

nearly or quite equal to the capital invested, and that reserves very 

commonly are computed at final, instead of present, values,’ the 
necessity for any profits loading, eo nomine, is by no means obvious. 
If pure premiums were closely calculated and reserves set up on 

true present values, the rates might properly carry a margin for 

* See Proceedings of the Joint Conference on Workmen’s Compensation Insurance 
Rates, 1915 (New York Insurance Department), and the (unpublished) Minutes of the 
Actuarial Sub-Committee of the Augmented Standing Committee, 1917. 

2 Later data appear to indicate that the cost of pay-roll audits is rather less, and 
general administration rather more, than the foregoing table indicates. The latest 
returns give about 10 per cent for general administration, including pay-roll audits. 
But this item, under present accounting methods, is pro-rated upon premium income so 

that it is impossible to determine whether the proportion properly chargeable to com- 

pensation is less or more than for other lines of insurance carried by the same company. 

3 Minutes of Actuarial Sub-Committee, U.S. 

4 Compensation premiums commonly are paid in advance so that about one-half 
of the premiums in force at any given time are unearned. 

5 Taking all sources together, the largest casualty company in the United States, 
during 1916, had an investment income of $950,000, or about 15 per cent upon the paid- 

up capital of $6,000,000. This experience is fairly typical and goes to show that 
investments will in general afford a sufficient return upon capital at risk. 

wow 
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underwriting profit. Under present conditions, however, such a 

loading is justifiable only as a precaution against deficiency in 
projected pure premiums. 

Heretofore the expense and profits loading has been incorporated 
as a uniform percentage of gross rate, in accordance with the 
formula 

(1) 

where R is the total rate, p the state pure premium, and L the load- 
ing for management expenses and underwriting profit. Taking 

L at the average value .415, R=1.709p, or p=.585R, which 
being interpreted means that 58.5 cents out of each dollar of 
compensation insurance premiums are devoted to the payment of 

compensation benefits. Obviously, however, management expenses 
do not in fact bear this constant proportion to gross rates. It 

costs no more to issue a policy for $1,000 annual premium than a 

policy for $10; in either case, the same forms must be filled out 

and the same number of entries made upon the insurer’s books. 
The inspection cost, again, is scarcely higher for an iron foundry 

than for a clothing factory with the same number of employees, 
though the premium is perhaps ten times as great. Adjustment 

expenses, also, are smaller in proportion to premiums for the 
high-rated than for the low-rated classifications and for the high- 

benefit than the low-benefit states. The cost of handling acci- 

dent reports, of mailing out voucher checks, of investigating claims 
and presenting cases for adjudication, is very nearly the same irre- 

spective of the scale of benefits and is higher proportionately for 

trivial than for serious injuries. Management expenses, in short, 
vary with the number of risks, the volume of pay-roll and the 

number and character of accidents corresponding to a given 
premium income, in such wise that the ratio of total expenses to 
benefits insured falls as the premium income per risk or per $100 

of pay-roll increases. A uniform expense loading, consequently, 
works injustice to large employers, high-rated industries, and 

high-benefit jurisdictions. Under existing practice, an employer 

whose rate is already high because of the inherent hazard of his 

1—L’ 
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business is further mulcted in overhead charges for the benefit 

of employers whose total rates would in any case be low. 
The inequity of a uniform expense loading was recognized 

so long ago as 1915 by the Actuarial Committee of the Joint 

Conference on Workmen’s Compensation Insurance Rates. At 

that time the principle was established that total loadings should 

vary inversely with the scale of benefits, and a graded scale was 
adopted ranging from 35 per cent of gross rates in the highest 
to 42.5 per cent in the lowest-benefit jurisdictions. It is obvious, 

however, that this principle must be carried further if management 
expenses are to be equitably distributed as between risk classes in 

the same jurisdiction. The first step in such a distribution is to 
relate the functional components of management expenses? to 
their respective bases of incurrence. (1) Commissions and taxes 

are incurred as a percentage of gross premium and vary directly 

therewith. Profits, likewise, may fairly be reckoned as a uniform 

loading upon gross rates. (2) Adjustment costs are more nearly 

a function of pure premium than of total rate though partly pro- 
portionate to the number as well as to the cost of accidents. (3) The 

cost of inspection and of pay-roll audits is proportionate to pay- 
roll and number of risks. (4) Home office (general administrative) 

expenses are properly chargeable in part to number of risks (policy 
accounts), in part to pure premium (agency and underwriting 

supervision, investment of reserves, executive salaries, rents, and 

office expenses not otherwise allocated, and a portion of the statis- 

tical cost), and in part to pay-roll insured (accident reports and 
statistics). In accordance with this analysis the expense and 

profits loading should logically comprise four factors: (1) a con- 

stant percentage of gross premium, (2) a constant percentage of 

pure premium, (3) a constant addition per $100 of pay-roll, and 
(4) a fixed charge per policy. The last-mentioned factor may 
for the present safely be ignored; the excess cost of insuring small 
risks is more than covered by the existing scale of minimum 

* Proceedings, U.S., pp. 24-26. 2 See p. 976. 

3 Cf. a very able paper by Mr. J. H. Woodward, on “Provision for Expenses in 
Workmen’s Compensation Premiums,” Proceedings of the Casualty Actuarial and 
Statistical Society of America for April, 1917. 
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premiums." The main object of a graded expenses loading— 

greater equity as between risk classes—will be sufficiently attained 
by resolving expenses and profits into three factors. 

If, then, a be allowed to represent a percentage of gross rate, 

e a percentage of pure premium, and K a constant addition per $100 

of pay-roll, the rate formula (1) R= —, * becomes 

t (2) 

The values assignable to these factors cannot, in the present state 
of casualty insurance accounting, be determined with perfect 

certainty. The expenses proportionate to gross rate a are, indeed, 
a known quantity; the proper weights of the remaining factors 

are, to some extent, a matter of inference. The distribution in 

Table I follows very closely that suggested by a very able 

compensation actuary, Mr. J. H. Woodward.? Fortunately the 

TABLE I 

ALLOCATION OF LOADINGS IN PERCENTAGES OF Gross PREMIUMS 

Proportional to | Proportional to | Proportional to 
Gross Premiums) Pure Premium ay-Roll 

Functional Division of Expenses 

All expenses and profits. . 
. Acquisition 
. Pay-roll audits 
Home office 

©20000000 9 On NH HO O ©0000000 

* A minimum premium is the smallest amount for which a risk in a given classi- 
fication will be insured for one year, irrespective of pay-roll. The present minima 
range from $10 to $250 for risks of different classes. Mr. Woodward, loc. cit., very 
cogently argues that the minimum premium is a less equitable method of allocating 
management expenses than the policy fee. 

* See p. 976. 

t The formulae below are taken from Mr. Woodward’s paper, /oc. cit., with slight 

changes of notation. Unfortunately a standard notation for compensation insurance 
does not exist. 

2 Loc. cit. The table in the text differs from Mr. Woodward’s Table A only in 
respect to claim adjustment. 

: - 
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proposed method of loading is such that errors in the item weights 

are partially compensating.’ 
On the basis of the foregoing distribution in formula (2) 

a= .215,e¢=.12R, and K=.o8R. 

Since, however, the total expense and profits loading is .415R, 

p=.585R and e=.205p. The value of K will depend upon] the 

average premium rates to be collected. From the experience re- 

ported to the Augmented Standing Committee, 1917, it appears that 

the average manual rate (excluding clerical office) upon policy issues 
of 1912, 1913, and 1914 for the entire country was approximately 

$0.80 per $100 of pay-roll.2 The new rates are probably 25 per 
cent higher upon an average, or say $1.00, which would give a 

value of $0.08 for K. Substituting, the formula above becomes: 

1. 205p+$0. 08 
(3) 

or 1.54p+$0.10 (round numbers). 
The effect of this formula, as compared with a uniform expense 

loading, is exhibited in Table II. It will be seen that the proposed 
loading is graduated from 60 per cent of gross rates upon a pure 

premium of $0.10 to 36 per cent upon pure premiums of $3.00 
and upward. The lowest rates, consequently, are sharply in- 
creased, while the high rates are decreased by 7 or 8 per 

cent, and the medium rates (pure premiums, $0.40 to $1.00) are 

but little affected. Of course no particular merit can be claimed 

for the precise loadings employed in the foregoing illustrations: 
the proportionate expenses chargeable to pure premium and to 
pay-roll respectively (values of e and K in the formula) were con- 
fessedly derived by judgment and might be considerably varied 
without greatly affecting the purpose sought. It is earnestly 

contended, however, that some such scheme of graded loadings 

t Any decrease in the value of e (formula 2) is partly offset by a compensating 
increase in the value of K. Thus the values in the text give a rate of $0.25 for a 

pure premium of $0. 10 and of $1.64 for a pure premium of $1.00, whereas Mr. Wood- 

ward’s values would produce rates of $0. 24 and $1.66, respectively. 

2 Obtained by dividing aggregate pay-rolls into aggregate reduced losses and 
loading the resultant average pure premium by 663 per cent for expenses. 

R 
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would conduce to greater equity in the distribution of insurance 
burdens. This point, indeed, is now conceded by perhaps a 

majority of compensation actuaries." Underwriters are still dis- 

posed to look askance upon so radical a departure from immemorial 
practice. The principle, however, has been adopted in Pennsyl- 

vania and is likely to receive early and serious consideration else- 
where. 

TABLE II 

CoMPARISON OF Rates Propucep By GRADED AND 

UniFrorM Expense LoapDINGs 

: Rate with | Rate with Flat | Percentage of 
Pure Premium Graded Loading | Loading ate 

$o.25 $0.17 60.0 
0.41 0.34 51.0 
°.56 46.0 
0.72 0.68 44.0 

1.02 1.03 41.0 
Serer 1.26 1.28 40.5 

1.64 3.98 39.0 
eee 2.41 2.56 38.0 

3.18 3-42 37.0 
3.95 4.27 36.7 
4.72 5-13 36.5 
5.49 5.99 36.0 
6.26 6.84 36.0 
7.80 8.55 36.0 

Ill. CATASTROPHE LOADING 

Catastrophe cost is, in strictness, a part of pure premium. 

Very few risk classes, however, furnish a sufficient volume of 

exposure to determine the cost of occasional disastrous accidents.* 

It appears most equitable, therefore, to spread the cost of such dis- 
asters over industry as a whole. Data in hand indicate that one 
cent per $100 of pay-roll (two cents in New York State) will cover 
the compensation benefits for all accidents which cause five or more 

t See Report of the Actuarial Sub-Committee of the Augmented Standing Committee, 
1917, p. 14. The adoption of a graded expense loading was urged by the writer, and 

by Messrs. Woodward, Mowbray, and Black. The Committee, by formal resolution, 

approved the plan in principle, but declined immediate adoption on the ground of 

insufficient time to work out the details. 

2? Coal mining is a notable exception. The explosives industry would perhaps fall 
in the same category if only it were brought within the pale of insurance experience. 
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deaths at one time.’ The present practice is to treat this amount, 

not as a constant addition to pure premium, but as a constant 
addition to gross rate. In this form, however, the catastrophe 

loading is subject to deduction for commissions, taxes, profits, and 
ultimate adjustment expense (for catastrophe accidents) which 

leaves a net value of some seven mills available for catastrophic 
losses. The precise calculated value would be obtained by adding 

one cent to K in the graded loading formula (2) hereinbefore pro- 
posed.? The point is curious rather than important. 

IV. ORGANIZATION FOR RATE-MAKING 

The foregoing recital should suffice to show that compensation 

insurance rates are still very far from “scientific.” The data are 

by no means so definite, nor the principles so well established, that 
rate-making can be relegated to a group of disinterested experts. 

There is no collection of pure premium statistics in any way com- 
_ parable to the standard mortality tables of life insurance. For a 

few states the classified experience of all insurers is officially reported 

and published; elsewhere experience is recorded only in the private 
files of insurance carriers. Neither is there any large body of 

established principles: the most fundamental statistical and 
actuarial problems are yet in an early stage of discussion. Under- 
writers’ judgment, accordingly, plays a great, often a decisive, 
réle in the determination of rates, and the exercise of this judgment 

gives scope to the play of competitive interests. But the less 

determinate the ultimate cost of any commodity is the greater 

the danger of ruinous losses from competitive price-cutting— 
a lesson enforced in compensation insurance by bitter experience. 
Hence the felt necessity of organizations for assembling statistical 
experience, establishing rate-making procedure, and harmonizing 
opposed views to the end that rates may be reasonably stable, 

adequate, and equitable. Out of these considerations, backed in 
several states by official rate supervision, has grown a somewhat 

loose, but fairly effective, organization for rate-making. 

* See Proceedings of Joint Conference, 1915, U.S. 

2 See p. 978. 

3 Cf. the Casualty Actuarial and Statistical Society of America. 
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The rate-making machinery as thus far developed comprises a 
series of rating bureaus, or associations of insurers, official and 
unofficial," several insurance departments or other supervisory 
authorities and a number of joint committees representing both 

bureaus and departments. Of the last-mentioned bodies the most 
important are the Standing Committee on Manual Rates? and the 

Standing Committee on Schedule Rating, each composed of three 

stock companies, two mutuals, a (competing) state fund, and an 
insurance department. Through these committees are cleared all 
revisions of rates or schedule rating, whether general in character 
or pertaining only to particular risk classes. The committees 

have no official status, their decisions are not binding upon either 

the constituent bureaus or any supervising authority, and the 
insurance department, which by courtesy acts as chairman, has 

only a casting vote without veto. The greatest weakness of the 
existing organization, indeed, is that rates are necessarily made 
for separate jurisdictions and subject to separate state supervision 

so that common action depends upon a very general consensus 
of opinion. Inasmuch as both the balance of insuring interests 

and the views and policies of administrative authorities differ 

from state to state, uniformity of practice is very difficult to main- 

tain. Nevertheless, the recommendations of the Standing Com- 
mittees carry great weight on account of their balanced composition 

* The affiliated bureaus are (1) the National Workmen’s Compensation Service 

Bureau and (2) the official rate-making and enforcing bureaus of New York, Massa- 
chusetts, Pennsylvania, and California. 

2 The Standing Committee on Manual Rates grew out of a Joint Conference on 
Workmen’s Compensation Insurance Rates (cited above as Joint Conference) held in 

the fall of 1915 and participated in by the National Service Bureau, the Compensation 

Inspection Rating Board (of New York), the Massachusetts Bureau, the Insurance 
Departments of New York, Massachusetts, and Pennsylvania, and the Industrial Com- 

mission of Wisconsin. For the general rate revision of 1917 the permanent committee 

was temporarily enlarged by the addition of two stock and two mutual companies. 
This temporary body is known as the Augmented Standing Committee, 1917. 

3 Excessive rates, wherever rates are uniform for all carriers, operate to the 

competitive advantage of participating carriers by increasing the margin for policy 
dividends. Conversely, large stock companies not infrequently have championed 
unremunerative rates in order to embarrass competitors. Besides this historic align- 

ment of stock and mutual carriers, there are many cross-combinations and divisions 

upon particular classifications, determined by the competitive interests of particular 

companies represented upon rate-making committees. 

| 
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as well as of the individual ability and experience of their members. 
Largely through their influence substantial uniformity throughout ~ 

the United States has been established in classifications, in schedule 
rating, and in relative rates for the several risk classes." 

Neither the present methods of rate-making nor the existing 

machinery for that purpose, neither the data employed nor the 

results produced, are wholly satisfactory to insurers or insured. 
Yet, to anyone acquainted with the rate-making situation in 
employers’ liability days, or even with current practice in other 

branches of casualty insurance, the progress achieved during five 
years of compensation experience is full of encouragement. Doubt- 

less, rates will never be so stable or so much a matter of mathematics 

as in life insurance. The great variety of conditions to be met and 
the incontinent changes to which those conditions are subject, 
will always call for underwriting judgment as well as actuarial 
competition. But as the mass of statistical experience grows and is 

subjected to more searching analysis, ascertained fact will more and 
more narrow the field of judgment. In particular, the pure premium 

values of divergent legal benefits and the pure premium effects 
of local variations in occupational hazards or of cyclic fluctuations 
in industrial activity, are all susceptible of statistical determina- 

tion. It is fairly to be expected, also, that further development 
of public-rate supervision, which seems now in full course, will lead 
to a more authoritative and coherent organization for rate-making. 
Another decade, accordingly, should put compensation insurance 

rates upon a sound and stable basis, so far as such a consummation 

can be hoped for under competitive conditions. 
E. H. Downey 

HARRISBURG, Pa. 

? The “‘basic manual,” in general use, expresses the rates for all states by a uni- 

form set of symbols, with separate key sheets for each state. 
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SOCIAL VALUE AND THE THEORY OF MONEY 

The theory presented in The Value of Money" bears an interest- 

ing and in some respects a unique relation to the general theory of 
value and to existing monetary theories. The purpose is to estab- 

lish a functional theory of money by the use of a social value 
concept and a social psychology. ‘Economic social value is an 

institutional value, specially weighted and controlled by individuals, 

classes, and institutions” (p. 484). “The function of economic 
values is to guide and control the economic activities of men” 

(p.27). The problem of the value of money, therefore, is to account 
for the social value of the dollar in terms of the functions which the 
dollar performs. 

The chief functions of money are performed during the process 

of dynamic change, and so a functional theory of money must be 

a dynamic theory. ‘The main work of money and credit is in 
efiecting ‘transitions’, bringing about readjustments, enabling 
society, with little shock, to adapt itself to dynamic change” 
(p. 392). ‘To talk about the laws of money ‘after the transition 

is completed’ is to talk about the work money will do after it has 

finished working. For a functional theory of money and credit we 

must study the obstacles that exist to prevent the fluid market. We 

must study friction, transitions, dynamic phenomena”’ (p. 266). 
This formulation of the problem makes the adequacy of the 

theory rest largely upon the character of treatment accorded the 
central facts of psychology and change. A functional theory of 

money can be established by the use of a social value concept pro- 

vided the concept is adapted to the analysis of the institutional 
facts which are regarded as fundamental. A judgment on the 

theory, therefore, necessarily involves a decision upon the concept 
used in the analysis. The larger questions to be raised in connec- 
tion with the theory are whether the method of argument employed 

* The Value of Money, by B. M. Anderson, Jr. New York: Macmillan, 1917, 
8vo, pp. xxviii+610. 
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is in harmony with the purpose of the theory; whether the 
presuppositions avowed are the actual working basis of the 

argument. 

Before these questions can be considered, however, it is necessary 

to present the conclusions reached by the social value theory. This 
requires, first, a brief reference to an existing controversy in mone- 

tary theory; secondly, a sketch of the relations established by the 
theory between the origin, the functions, and the value of money; 

and, thirdly, a contrast between the social value doctrine and other 
monetary theories. Attention may then be turned to the larger 

issues of method as illustrated in the handling of the problems 

related to the organization of credit and banking. 

I 

The social value theory of money endeavors to mediate, at cer- 

tain points, between two opposing doctrines which it finds in dis- 

puted possession of the field. One extreme is the “quantity theory,” 
which regards the purchasing power of money as dependent upon 

the number of dollars; the other extreme is the “commodity 
theory,” which explains the value of money solely by the value of 
gold bullion considered as a commodity. These rival theories, as 

currently formulated, are an aftermath of the political controversy 

which preceded the adoption of the gold standard. In this contro- 

versy a crude quantity theory was turned into a political doc- 

trine. It came to be regarded by some theorists, therefore, as 

“a most fruitful source of false doctrines,”* and they offered in its 
place a theory which emphasized the dependence of the standard 
of prices upon the value of gold as a commodity. Other theorists 
kept their faith in the quantity theory and believed what was 

needed was a “revision of that venerable doctrine rather than its 

repudiation.’”* They gave the theory, therefore, a precise expres- 
sion in an equation of exchange and attempted a statistical verifi- 

cation. To this divided opinion the social value theory addresses 

tW. A. Scott, Money and Banking, 1902, p. 62. 

2 Irving Fisher, The Purchasing Power of Money, 1911, p. vii. For an earlier 
revision, similar in purpose and method, see E. W. Kemmerer, Money and Credit 
Instruments in Their Relation to General Prices, 1906. 
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itself, and what it has to say is conditioned by a change in the 
general theory of value which was contemporary with the develop- 
ment of these differences in monetary theory. 

The change of emphasis in value theory from cost of production 

to marginal significance gave the social value theory an opportunity 
to revise monetary theory from the viewpoint of marginal signifi- 

cance. The “commodity theory,” in its fullest presentation, relied 
on a cost of production theory;' the “quantity theory,” in its most 
detailed statistical proof, held that marginal utility could not be 
applied to the problem of the value of money.? Wieser, Schumpe- 

ter, Kinley, Davenport, and Wicksteed, each in his own way, had 
attempted the application of the marginal utility theory to the 

value of money, but, lacking a social value concept, each in his own 
way had fallen into the Austrian circle. 

tJ. L. Laughlin, The Principles of Money, p. 361: ‘The general outcome has been 

a race between the effects of lowered cost of obtaining gold and a lowered expense of 
producing goods in general, in which the latter has won.” This may be placed in con- 
trast with the opposing theory formulated by Fisher in The Purchasing Power of Money, 

p. 246: “‘It will be seen that the history of prices has in substance been the history 

of a race between the increase in the media of exchange and the increase in trade, 
while (we assume) the velocities of circulation were changing in a much less degree. 

Sometimes the circulating medium shot ahead of trade and then prices rose. 

Sometimes, on the other hand, circulating medium lagged behind trade and then 
prices fell.” 

2 Fisher, ibid., p. 32. 

3 Wieser, who, according to Anderson, furnishes “the clearest possible case of the 
Austrian circle,” believes that “the value of money depends on its subjective value in 

exchange, the marginal utility of the goods which are exchanged for it. But these 
depend on prices. And prices depend, in part, on the value of money itself!’ (p. 89). 
Schumpeter, who escapes criticism at first “‘by avoiding assertions as to causation” 
(p. 98), is finally found guilty of falling into a circle invented by Wieser, a “circle as 

clear as day” (p. 100). Davenport, so it is held, in explaining the logical sequence 
on the demand side of the price adjustment overlooks the fact that the prices as well 
as the marginal utilities of alternative goods have to be taken into account, and, further, 
he assumes the value of money. He “‘is thus doubly assuming value, the thing to be 

explained!” (p. 114). Wicksteed, though unusually circumspect, is believed finally 
to have made an “‘illicit leap from marginal demand price to marginal utility,” and 
thus he “lapses into the circle in its completest form” (p. 116). Others found 

guilty of logical circles are J. B. Clark, Cairnes, F. A. Walker, Kinley, Nicholson, 
and Anderson, Joc. cit., pp. 13, 59, 62, 111, 132. Anderson believes his own social 
value theory avoids the circle because it turns “to the concrete whole of social men- 

tal life.’ But, as he suggests elsewhere, this may be regarded as enlarging the circle 
instead of breaking it. See Anderson, Social Value, p. 152. 

| 

| 

| 

+ 

| 

3 



SOCIAL VALUE AND THE THEORY OF MONEY 987 

The social value concept, however, makes it possible, according 

to Anderson, to keep the logic of marginality out of an otherwise 
inevitable circularity, and to bring the problem of the value of 

money safely into touch with the doctrines of marginal significance. 

By recognizing two marginal significances, first, “the social value 

of gold bullion, conceived of as a commodity,” and, secondly, the 
“additional value which comes to gold as a consequence of its 

employment as money” (p. 390), Anderson attempts to mediate 

between the “commodity theory,”’ which “seems to deny that the 
money employment has any direct effect in increasing the value of 

money,” and the “quantity theory,”’ which “would utterly divorce 

the value of money from causal dependence on the stuff of which 
money is made” (p. 144). 

One may approximate the social value theory of money, though 

without doing full justice to the novelty of its viewpoint and conclu- 

sions, by the following process of addition, subtraction, and substi- 

tution. Begin with an extreme commodity theory, and substitute 
for its cost of producing gold a theory of marginal significance, 
being careful to use the social value variety and not the marginal 
utility of the Austrians. To this value of gold as a commodity add 

the value arising from the money-employment—that “modicum of 

truth which the quantity theory contains” (p. 195); a value, how- 

ever, which is not proportional to the number of dollars, but is the 

value of the services attributed to the dollar. The mathematical 

result is not the complete social value theory of money, but the 

process gives a fair indication of the relation of that theory to the 

other monetary theories involved. 

II 

A sketch of the social value theory will serve to indicate the 

relations which the theory finds between the origin, the functions, 
and the value of money, and the influence of credit. A summary of 

the theory is here presented in bare outline. 
The precious metals were differentiated from other com- 

modities and became money because they possessed a superior 

saleability. History, therefore, supports what logic requires—that 
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the commodity have value from some non-monetary source before 

it can serve as money. 

The services of money are not all equally important as sources 

of value. One of them, the “measure of values” function, con- 
tributes no value; others, such as medium of exchange function, 

the “option-bearing”’ function, the store of value function, and the 
reserve for credit function, do ordinarily add to the value of money, 
but in varying degrees and subject to the influences of time and 
place. 

The “measure of values” function, though it is of great social 

importance, is not a source of value because the service of the dollar 

as a medium of thought and of expression does not require the 
actual use of the dollar. Or, to put it another way, thinking in 

terms of the dollar does not require the ownership of dollars, and the 
imputation process, being unconcerned about social importances, 

imputes to the dollar only those values over which ownership gives 
control. The “measure of values” function yields no differential 
advantage in favor of the holders of money as against the owners 

of goods, and thus it is a service the value of which is not appro- 
priable under the institution of ownership." 

The medium of exchange function gives the holders of money 
an opportunity to take advantage of those values created by 

exchanging. The gains thus made are dependent upon the posses- 
sion of money and are therefore attributed to the dollar. 

The “bearer of options” function, the special privilege which 
the holder of money has of acting quickly in a rapidly changing 

market, is another source of value. This function of money is 
shared with “liquid securities of low yield and stable value, short 

loans, call loans, or bank-deposits”’ (p. 425). The share of this 

service performed by money varies with the fluctuations of “ busi- 

ness distrust,” an increased burden falling on it during a panic 

when men convert their securities and deposits into cash, and a 

* The question remains, for institutional theory, whether the so-called “‘measure 
of values” function is a réle performed by money alone, or whether it is to be attributed 

in part to other associated institutions such as the system of prices itself. In pecuniary 
valuation the market “largely dictates the valuations which it afterward equilibrates.” 
See C. H. Cooley, ‘‘The Institutional Character of Pecuniary Valuation,” American 
Journal of Sociology, January, 1913. 
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decreased burden when the return of confidence releases money 
from the service of “option bearer.” 

The store of value function is properly to be distinguished from 

the “bearer of options” function, the distinction turning on the 
possibility of making definite provision for a contingency. If held 

for a definite contingency it is the store of value function, but since 
certain types of bonds may often be more advantageously held for 
that purpose, in present day functioning money itself is less impor- 

tant as a means of storing value than as a “bearer of options.” 
The reserve for credit function is a phase of the “bearer of 

options” function, money differing only in degree from liquid 

assets—the so-called “secondary reserves.”” The best substitute 
for a money-reserve is the call loan, with corporate securities as 

collateral, the great liquidity of that type of loan being due to its 
impersonal character and to the activity of speculative trade in the 
collateral. This freedom of substitution in the reserve function 

means that the part which money plays in bank reserves is not 
constant and that there is no fixed or normal ratio between bank 

reserves or money in circulation and bank deposits. 
A conceivable limit upon the expansion of bank credit in the 

world as a whole is contained in the total of the world’s gold supply, 

but inside of this limit, which is never reached, there is great flexi- 

bility, and the variations are such as to make it impossible to talk 

of anormal proportionality between gold and credit. Within a given 

country the causal sequence between reserves and deposits is the re- 
verse of that asserted by the quantity theory. Rising prices lead to 

increasing trade and to expanding credit, accompanied by a rise in 
short-time interest rates which draw gold into the country. There- 
fore, “increasing reserves are a result and not a cause of increasing 

loans and deposits” (p. 532). 

The effectiveness of the short-time money rates in drawing gold 
to a country is apparently due to the fact that those rates are an 

index to the value of the services of money. ‘There is at any time 

a demand curve for this money service, manifesting itself in the 
money market, a demand for the short-time use of money as a tool 
of exchange” (p. 72). The loan rate charged by the bank, for 
example, represents a differential, largely due to superior salability, 
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between bank-credit and the borrower’s note, a premium on present 

money funds, ‘“‘so much money, for the use of money, for such a 

- length of time” (p. 453). When these rates are relatively high in 

one market they indicate the high value of money-services in that 

market, and money funds flow in that direction. These rates “are 
properly to be considered, not interest on abstract capital, but the 
rent of a particular capital-good, namely, money” (p. 145). This 
money-market concept of “‘money” is intended to include bank- 
credit.* 

Bank credit represents a fund of rights in liquid form, and, like 
other kinds of credit, its chief function is to aid in carrying out the 

readjustments required by dynamic change. Credit accomplishes 
this by making “fluid and saleable articles of wealth other than 
money” (p. 476), thus tending to give to all goods that degree of 
saleability which money itself possesses. A consequence, therefore, 
of credit extension is a closing of the gap of saleability between 

money and other goods, so that when “credit has done its perfect 

work” (p. 478) gold will cease entirely to function as money and 
have only the value arising from commodity functions. The differ- 

ential advantage of money will then have disappeared along with all 

the value-giving functions of money, for with the coming of static 
conditions only the measure of values function will remain. The 

disappearance of the differential through the use of credit causes 
a general rise in prices brought about by the lowered value of money 

and the increased values of goods. 

The réle of money and credit in economic theory is to smooth 
the way for static theory by bringing about the fluid market and 

by overcoming friction. Their function is to give “verisimilitude 

to the static theory, to make the assumptions of static theory come 
true” (p. 263). Since all of the value-giving functions of money 

and credit are performed only during the continuance of dynamic 
changes, and since static theory cannot make a logical beginning 

without assuming the value of money, it follows that “the theory 

* The important influence upon money-rates of banking as a source of loanable 
funds is not considered, the discussion of the effects upon the interest rate of an increase 
in money-capital being confined to the increase of standard coin (pp. 223 and 484, 
note). The theory differs in this respect from the analysis of the loan-fund by Daven- 
port. See Davenport, Economics of Enterprise, chaps. xviii, xix. 
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of money and credit is essentially a dynamic theory and the notion 

of ‘normal equilibrium’ which underlies the quantity theory has 
no bearing whatever on these fundamental matters” (p. 495). 

III 

Fundamental as are the differences between the social value 
theory of money and the quantity theory, there are, however, 

important similarities in the formulations of the problem which 
give rise to the respective concepts of social value and of the equa- 

tion of exchange. Both formulations, for example, find “desira- 

bility” an unsatisfactory starting point for the explanation of the 
value of money, but for different reasons. Anderson finds desira- 
bility inadequate, logically and causally, as the explanation of any 
value; Fisher, though he finds it adequate for other values, believes 

the degree of desirability unfitted to explain the purchasing power 

of money, because the desirability of the dollar rests upon its pur- 

chasing power. Both theories agree, also, as to the logical necessity 

of a value prior to particular prices. Anderson finds a “logical 
resting-place”’ in the social values antecedent to all prices; Fisher 
finds it in the dollar of the price-level, which, though it is not tem- 
porally antecedent to the particular prices, may be treated as 

logically independent of and prior to them. Fisher believes “that 
individual prices cannot be fully determined by supply and demand, 

money cost of production, etc., without surreptitiously introducing 

the price level itself,” and so he separates the study of price-levels 
from the study of particular prices, just as Anderson separates the 

theory of value from the theory of price. Both of them, therefore, 
step back of price theory to a concept which is presumably more 

fundamental, in order to avoid the circularity of reasoning which 

t As “the most uncompromising of the quantity theorists,” Irving Fisher has given 
that doctrine in The Purchasing Power of Money the expression which is selected by 

Anderson for detailed criticism. 

2 Fisher, ibid., p. 182: ‘‘The causation of individual prices can only explain prices 
as compared among themselves. It cannot explain the general level of prices as com- 
pared with money.” Anderson speaks of the social value concept as a “causal force, 
lying behind prices, even though expressed in prices” (p. 87, note). 

3 Fisher, ibid., p. 175. 

£ 
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both believe to be inevitably involved so long as the theory deals 
with the system of prices directly. 

Beyond these similarities in the conception of the problem, how- 
ever, the agreements end. No quarter is given. Anderson chal- 

lenges “virtually every contention and every assumption of the 
quantity theory; gives the doctrine a detailed examination; 

attempts a statistical refutation of it’’; and finally concludes that 

“the quantity theory is utterly invalid.” 

It is not evident that the quantity theory need be overthrown 

in order to show the advantages of the social value theory. The 

differences in viewpoint and in assumptions may save one theory 

from being precluded by the other. And since the disagree- 

ments arise out of differences in the assumptions they cannot be 

settled by an argument over the corollaries. In fact, Anderson’s 
attempt to disprove the theory, after granting its assumptions, does 

not carry conviction because his argument does not stay within the 
limits imposed by the quantity theory. The ambiguity in the term 

“transition period,” among other difficulties, prevents the issue 

being clearly joined. Anderson insists that the term as used in the 
equation of exchange is a confusion between a logical category and 

an actual period of time. When his refutation, however, does not 

use the “‘transition period” in the quantity theory sense, it does 
not prove the quantity theory to be false, granting all its assump- 

tions. For it is by means of the omnipresent transition period that 
Fisher’s quantity theory escapes the contradiction of his own 

figures, and remains, as it was in the beginning, a normal tendency. 
Equally indecisive is the argument intended to disprove the 

passiveness of the price-level, and again it is due to a primary differ- 

ence in the method of argument. The proposition that the price- 
level is the passive resultant of the other factors is fundamental to 

the causal theory accompanying the equation of exchange, and a 
disproof of the proposition on its own assumptions would overthrow 
the equation of exchange. But Anderson does not proceed on 

Fisher’s basis of separating the study of price-levels from that of 
particular prices. This separation is essential to the logic of the 

equation of exchange, and an argument which fails to recognize it 

does not furnish a disproof. Anderson’s argument begins with a 

i 
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change in particular prices, but this, instead of being regarded as a 

disproof of the passiveness of the price-level, may be regarded as 
the influence of particular prices during a transition period. The 

social value theorist may doubt the fruitfulness of making all the 
assumptions required by the equation of exchange, but upon those 
assumptions he has not disproved the quantity theory. 

Neither the social value theory nor the equation of exchange is 
entirely adequate to deal with certain aspects of the monetary 
problem. Both theories have a common limitation in their belief 
in the singleness of the value of money. The equation of exchange 

finds the purchasing power of money expressed in a single average 

of prices; the social value theory finds it in the single psychological 
significance of the dollar. But it is characteristic of a general 

change in prices that the degree of change is not uniform between 
various groups of prices, and that the change does not reach all 

commodities simultaneously. 
Now it is in the interpretation of such a general change and of 

its relation to the changing monetary and credit conditions that 

the monetary problem arises. The lack of uniformity in the change, 
with its implications as to the values of money, cannot be accounted 

for by a theory based upon a concept which confines the conclusions 
to a single value. The prices which are averaged into a price-level 
make in reality a system of prices, and an inquiry into a general 

change in prices must include a study of this system with reference 
to the interdependence of its parts. Both the social value absolute 
and the single average of the price-level blur and conceal those facts 
of interdependence and their influences on the direction and rate 

of change in the values of money; both theories are under the 

temptation of attributing the working of those influences to other 
factors which can be brought into the scheme of generalization. 

When the attempt is made to give a statistical expression to the 
social value of money a difficulty arises which is perhaps inherent 
in the absolute value concept itself. Anderson suggests that a 
measure of this absolute value can be obtained by constructing an 
index number from “numerous wholesale prices substantially 

weighted by wages” (p. 382). In fact, the very index numbers 

used by Kemmerer and Fisher in their attempts to prove the 
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quantity theory statistically, though not adapted to their pur- 

poses, are said to be “very good” as “indicia of changes in the 
absolute value of money.” The difficulty with this proposal to 
measure the social value of money by an index number of prices, 

becomes evident, however, from a statement made by Anderson in 

another connection, a statement concerning the relation of the value 
of money to prices. “Particular prices and general prices may 

change because of changes in the values of goods, with no change 
in the value of money. Or, particular prices and general prices 

may change because of changes in the value of money, with goods 
remaining constant in value” (p. 389). Now, if this is true, if 

general and particular prices may change without a change in the 
value of money, how can it be argued that an average of prices may 

be regarded as an index of the absolute value of money? How can 

any index number which may vary from either of the values con- 

cerned (social value of money and social values of goods) be taken 
as an expression of the social value of money? Is it true that an 

absolute value of money can be measured only on the assumption 
that the values of goods are unchanging; and that the values of 

the goods, in turn, can be measured only on the assumption of a 

fixed value of money? And if the social value concept can be given 
numerical expression only on the basis of these assumptions and 
within these limitations, how does that fact affect the peculiar 

advantage which such a concept is held to possess for the analysis 

of quantitative problems ? 
Another difficulty arises in Anderson’s attempt to distinguish 

quantitatively between the “original” value of money and the 

“functional” or “added” value. Money rates are held to express 

this “functional” value, but not in a way to give a “portion” to 
be added to a capital value. In the discussion of the gradual 

appreciation of greenbacks it is held that the value of the money- 

employment was a factor in bringing them to par before redemption. 
“This value is, ordinarily, not very great” (p. 147). Later, how- 

ever, the statement is made “that a considerable part of the value 

of the standard of value comes from its employment as medium 

of exchange and as reserve” (p. 328). In the attempt to find how 

much value is due to the money-form of gold the question is raised 
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as to the amount of premium which might be expected on gold coin 

in case of a suspension of free-coinage, with the conclusion that 

in a country where the bulk of the money work is in effecting small transac- 
tions, we might expect a considerable agio for coined over uncoined metal. 

This would be especially true if that country had few facilities for credit sub- 
stitutes for the coin, particularly for small transactions. In a country like the 

United States, however, where checks are often drawn for amounts less than 

a dollar, and where the bulk of gold, or standard money, is to be found, not 

in circulation but in reserves, one need not anticipate that the medium of 
exchange function would give a big agio to gold coin, even if free coinage 
ceased (p. 445). 

Finally, in describing ‘‘the equilibrium between the value of gold 
as money and the value of gold in the arts” (p. 450), the conclusion 

is reached that “‘we may get some aid in reducing these com- 
plexities to familiar terms if we employ the device of assuming an 
equilibrium between gold in money and gold in arts, without trying 

to explain in quantitative terms how that equilibrium is arrived 

at” (p. 453). 
And so, the “original” and the “added” values, the “marginal 

values” in the arts and in money, remain unassigned and unassign- 

able “portions.”” Throughout the book, whenever the theory faces 

a quantitative problem it fails. It fails because the measurement 
of the social value of money by an index of prices cannot be set 

free from the influence of changes in the absolute values of goods; 

because absolute value cannot be given separate expression in 
money terms—the only common numerical expression of values 
available in the pecuniary order. 

IV 

Attention may now be given to those problems which involve 
an analysis of the credit and banking arrangements. Here the 
problems of liquidity, the theory of banking reserves, and the 
account of the origin of money carry the argument of the book into 

a field where the adequacy of the conclusions depends upon the 

type of social psychology employed and upon an appreciation of 

the institutional facts. A functional theory of money and credit, 

which has set for itself the task of bringing the phenomena of the 

q 

te 



996 JOURNAL OF POLITICAL ECONOMY 

money market into generalizations consistent with the institutional 
value of money, will find in this field distinctive problems. 

A functional and institutional theory is required by its purpose 

to emphasize the socially organized character of banking activity. 
It is a disappointment, therefore, when Anderson’s analysis of liquid- 

ity fails to give adequate recognition to the way in which the banking 

and credit systems as a whole condition the operations of any par- 
ticular bank and affect the liquidity of any single item of credit. 
The only test of liquidity applied “relates to the items separately, 
on the assumption that other things are not radically changed”’ 

(p. 501). The term “liquidity” is used as meaning “that the loan 
is made to put through a transaction which will be completed during 

the term of the loan, and permit the loan to be automatically paid 

off” (p. sor). Butcana test which “relates to the items separately” 
account for the way loans are “automatically” paid off ? The “auto- 
matic” character of debt payment is largely dependent upon the gen- 

eral condition of credit. The given loan represents only one link in 

a chain of financing, and its payment depends upon a sale which can 

often be made only if the prospective purchaser can obtain the neces- 
sary credit. The test proposed asks how readily a single bank can 

reduce its loans. But the ease with which any individual bank can 

reduce its loans depends largely, in the modern money market, upon 

how easily another lender can be found. The interdependence of 

banking and credit processes is such that the liquidity of the bank- 
ing and credit system is fundamental to the question of the liquidity 

of a single bank or of a particular credit item. An adequate test of 

liquidity must include a reference to the banking and credit organ- 

ization as a whole. 
The absence of any test for the liquidity of the system may 

account for the opinion Anderson holds of the call loan as an espe- 
cially liquid asset—an opinion which does not appear to be justified 

by the experience of the banks when viewed as a system. It is held 

that “stock market collateral loans thus constitute the most per- 

fectly satisfactory sort of bank loan from the standpoint of liquid- 

ity” (p. 514). “The banker has no doubt that, with watchfulness, 

he can always realize the full face value of such a note” (p. 493). 

But banking experience shows that competitive watchfulness has 

| 
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not kept the call loan liquid.’ In the midst of panic, with policies 
which will not care for them in an emergency, the bankers have had 

to improvise a method of procedure for dealing with liquidity from 
the viewpoint of the system. The call loan has served as a method 

of maintaining reserves for a bank or group of banks largely on the 

condition that other banks would extend their credit and carry 

the shifted ioans. Under favorable conditions the loan has been 
shifted from bank to bank in New York, and with rising money rates 

shifted to London bankers and interior bankers, but repeatedly, 
when these sources of relief have proved inadequate, the bottom has 

dropped out of the market, money-pools have been organized as a 
means of support, and in extreme cases the banks have suspended 

redemption. In other words, the call loan has been satisfactory 

as a liquid asset in the New York market, except in those emer- 

gencies when the New York market as a whole and upon its own 
responsibility was in actual need of being liquid. 

An inquiry which confines itself to the particular assets of banks 
cannot give adequate recognition to the dependence of the single 

bank upon the liquid condition of the system. A theory of the 

liquidity of the system must include in its generalizations the nature 

of the organized relationships among banks, the character of the 
control over the money-reserves of the system, and the policies of 

the bank or group of banks responsible for that margin of unused 
lending power by which the shifted loans may be taken over and 
the expansion of loans in the emergency made possible. 

The mechanical separation of the items of credit and the cutting 

up of the banking organization into unrelated banks leaves the 

theory at a loss for a functional account of the working of centralized 
reserves and for a comparative study of banking systems. Take, 
for instance, the discussion of those “features of the English money 

market which have made it possible, in the period preceding the 
war, for English bankers to get on with so little gold. As will 

appear, it is because English business and financial affairs have 

been more nearly ‘static,’ have come nearer to realizing the assump- 

tions of static economic theory, than is true of any other country 

on earth” (pp. 539-540). That is, by means of credit and the 

* See Sprague, History of Crises under the National Banking System, pp. 84 and 301. 
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activity of speculators and brokers the goods for sale in the London 
market have been made so “fluid’’ that the market approximates 

the “ideal credit economy” in which “ banks’ bookkeeping becomes 
merely a refinement of barter” (p. 543). “The static law of bank 

reserves is that none are needed” (p. 544). 

Doubtless this construction could be placed upon the phenomena 
of the money market, if the purpose were merely to translate the 

institutional facts into a value theory terminology. But for the 
purpose of showing the influence exerted by the organized thought 

and activity of men, a functional theory must include among these 

“features of the English money market” the centralized manage- 

ment of the reserves of the system; the banking policy for action 

in a crisis; and the feature that more gold flows through London 
than through any other city in the world. This gold is not merely 

that stream from one part of the world’s credit system to another; 
it includes, also, that new gold which has not yet functioned in 

reserves and which the Bank of England has peculiar advantages 

in intercepting when needed. And surely the ability of the world’s 
financial center “‘to get along with so little gold” cannot be ac- 

counted for without reference to the support it has received in 
successive emergencies from the gold accumulations of the Bank 

of France. If, as predicted, “we hear less after the war” about 

the “‘‘inadequacy’ of English banking reserves’’, it will not be 

because the Bank of England’s gold holdings proved sufficient or 

because her ordinary policies of drawing gold to London were suc- 
cessful, but because in addition to her reserves, which during the 

period of the war have included the gold at the mouth of the mines 
in South Africa, she received from the Allies enormous gold contri- 

butions after it became evident that the separate and competitive 
management of reserves was no longer adequate. 

The account given of the origin of money may be taken as a 
final illustration of the method used by the social value theory in 

the analysis of institutional facts. The historical accuracy of the 
account, the book insists, is of no importance, as the purpose is 
merely “to throw light on the present functioning” of money. The 

attractiveness of the precious metals as ornaments gave them a 

superior salability in the barter economy. This was recognized 

4 
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by “sagacious men,” who laid by a store of the metals against a 
rainy day. Being imitated by their neighbors the practice became 

custom and tradition. The ornament of the savage was adopted 
as the medium of exchange and the store of value for sagacious men 

and their imitators, and thus the gold standard was established 
among civilized mankind. 

There need be no complaint at this conjectural account of the 

origin of the early institution of money, but it cannot serve as a 
substitute for an inquiry into the development of the current 

institution. A logically conceived method of transmutation from 
hypothetical barter to the money economy tells nothing of the 

contemporary institution of money and of its interrelations with 

other institutions. The purpose of a functional theory requires an 
account of the derivation of the present monetary arrangements 
rather than an explanation of the creation of a medium of ex- 
change among the ancients. To take but a single example, “the 

present functioning of money” is conditioned by the institutional 

belief in the unchanging value of the dollar, a fact of social psy- 

chology which Anderson’s social value theory ignores. This belief 

is, however, a premise of business activity and of accountancy. 
Being institutional in character it is an unconscious assumption 

and affects the conclusions of business men without entering 
directly into their calculations. The belief in the stability of the 

dollar is one of the important influences affecting the actual 

variations in its purchasing power. The social value of money, 

the control the dollar exercises over the activities of men, and 
the present functioning of the doilar rest upon the fact that 
men do not fully recognize the fluctuating value of money., A 

theory which overlooks so obvious and so important an institu- 
tional fact falls short of furnishing a satisfactory functional theory 

of money. 

* Walter Bagehot doubted the effectiveness of a rationalized institution as a means 

of control. ‘‘Bagehot,” says Leslie Stephen, ‘“‘had dwelt upon the utility of the 
‘theatrical’ elements of the Constitution. It suddenly comes upon him that plain men 
will take this invaluable element to be superstition and humbug. When you let out 

the secret that monarchy is really a part of a stage play, it will cease to be an effective 
control of life.” —Studies of a Biographer, III, 185. 
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V 

The general criticism which underlies the foregoing critical 
remarks is that an inconsistency exists between the purpose of 
the social value theory and the method of argument employed. 
Anderson attempts to establish a functional theory of money 

with a mechanistic logic. In the same mechanical fashion that 
Fisher studies the variations of the factors in his equation of ex- 

change, one at a time, Anderson invents “‘a series of hypothetical 

illustrations to isolate each function, as far as may be” (p. 418). 
From the mechanical viewpoint there are doubtless advantages in 
treating the phenomena in this manner—it may even be impera- 
tive—but the mechanical viewpoint is not the one avowed by the 

social value theory. The purpose of the theory raises questions 

which cannot be answered by the mechanical method. Questions of 

how the various functions interfere with or reinforce one another in 

a process where all are involved, of how the service of money in one 
function is interrupted by the transfer of the dollars to other func- 
tions, are questions of mutual dependence. The logic of isolation 
assigns reasons for each function separately when often the explana- 

tion is to be found in the changes of other functions. These ques- 

tions remain unconsidered, because there is no approach to them 

by way of a mechanical value theory. 
For, after all, the social value dynamic theory is merely an 

aspect of mechanics. The search is for “a starting-point and a 
terminus ad quem—an equilibrium in which ‘mutual reactions’ 

cease to trouble with their endless circle!” (p. 115). The goal of 

the dynamic period is an equilibrium situation, and the forces at 
work within it are mechanical forces. Within it “we may see the 

values not yet in stable equilibrium, but in process of equilibration, 
with marginal values and prices fluctuating, tending toward a static 
goal, but hindered by various cross currents, of ‘friction,’ of uncer- 
tainty, etc.” (p. 579). The approach is still to the disjoined 
and the mechanical. The social value theory does not make the 

phenomena of development and the problems of interdependence 

an integral part of economic theory. A process of growth cannot 

be constructed out of a series of transition periods; dynamic theory 

cannot enliven the static state into a social process. 
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There is, of course, nothing self-evidently better about viewing 

the process as one of development rather than of equilibration, just 

as there may be no inherent superiority of the functional over the 
mechanical viewpoint. But the mechanical method will not solve 
the problem which the social value theory of money has set for 
itself. By the formulation of the problem and by the presuppo- 

sitions avowed the theory is committed to a functional analysis and 

a processive method, but the argument is nevertheless mechanical 

in character and the conclusions come to focus on the cross-section. 

The theory aspires to be organic, and yet the functions of money 
are treated as if they did their work in isolation, not in interde- 
pendence. Institutions, the central psychological facts in the for- 
mulation of the problem, call for an analysis of cumulative relations 

in time, but cumulative causation is not a sufficient reason in the 

social value theory. 
In the place of a study of the influence of institutions upon one 

another the thecry attempts to bring all the institutions under the 
single category of social value. Thus institutions evaporate into 
social values, and the analysis is left without the psychological data 

it set out to explain. The term “‘social value” is given both to 
institutions and to the quality of a good, and somewhere between 

these two meanings institutions get lost or get beyond the reach of 

analysis. Social value is apparently made the quality of a good 
in order to objectify it to the individual. In the light of a revised 

psychology Anderson concluded that economic utilities ought not 
to be left in the mind of the individual and so he converted them 
into an attribute of the commodity, and named them social value. 

Thus the theory drops the concept of the economic man, who 

reflected the institutions of the eighteenth century, and adopts the 

concept of social value which makes the goods reflect the habits 
of men. Either method is equally fatal to an interpretation of 

institutions in their own right. 
Tested by the treatment accorded the monetary problem the 

social value concept does not appear to be adapted to the task of 

establishing a functional theory of money. In order that the indi- 

vidual may be objectively controlled it is not necessary that the 

institutional value of gold and of money be attached as a quality 
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to the dollar; for the institutions themselves may be regarded as 

exercising an objective control over individuals. Anderson, how- 

ever, places upon the dollar the burden of the whole pecuniary 
order. He says that during a certain period in history the precious 

metals had “a high value per unit, since so large a portion of the 
social energy of motivation attached itself to them” (p. 414). 
And, again, that “where the mechanic uses a storage battery, 

charged with electricity, to move material things, the technologist 

of economic readjustment employs a dollar, charged with social 
value, which is power over the action of men” (p. 591). Thus 

the theory obscures the distinction between the value of a unit 
of the circulating medium and the influence of those pecuniary 

institutions under whose constraint and guidance the economic 

process is directed and controlled. 
WALTER STEWART 

AMHERST COLLEGE 
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THE SURPLUS IN COMMERCIAL BANKING 

The surplus is generally regarded as one of the strongest “talk- 

ing points” in bank advertising. It is not uncommon to find it 
printed on a balance sheet in red or heavy black type, in order to 

direct specific attention to this presumably significant item. The 
comments accompanying the bank statement, moreover, usually 
lay especial emphasis upon the accumulation of a large “surplus 

fund,” pointing out that this is an evidence of the growth of the 

bank, and also of its great strength and safety. The current phrase 
is that “the surplus fund has been accumulated for the added 
protection of depositors.” Upon reading this statement the pro- 
spective but timid depositor may be expected to exclaim: “My 

money would certainly be safe in a bank with such a great surplus 
fund.” To the rank and file of laymen the surplus undoubtedly 

appears to be a sort of cash reserve which is to be used for the 

protection of the bank’s customers in the event of unusual losses. 
The function of the surplus as viewed by the framers of our 

national banking law and by writers on banking theory may be 

indicated by the following quotations: 
The national bank act provides that each national banking 

association 

shall, before the declaration of a dividend, carry one-tenth part of its net profits 

of the preceding half year to its surplus fund until the same shall amount to 
20 per cent of its capital stock. 

Pratt’s Digest advises that 

a surplus fund should be created from the earnings that will be a protection to 
the capital and to creditors in the trying times that sooner or later overtake 

all banking institutions. There are few items, if any, that look better upon a 
balance sheet than a large surplus, and none so well calculated to secure for it 
public confidence.* 

Scott? writes that ‘“‘surplus funds may be accumulated as a 
means of meeting temporary losses without infringing upon the 

* Pratt’s Digest of National Banking Laws (1908), p. 243. 

2 Scott, Money and Banking (revised ed.), p. 132. 
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other resources of the bank”; while White contents himself with 

saying that the surplus is “set aside as a permanent addition to the 
guarantee fund.’ 

Fiske states that ‘sometimes a bank starts with a surplus con- 

tributed by the shareholders in proportion to their quota of shares. 

This strengthens the position of the bank and gives it resource 
against early loss without en. enching upon capital.’” 

H. Parker Willis, secretary of the Federal Reserve Board, makes 

a more extended statement of the service of the surplus than any 
of the others. He says: 

The surplus acts as a buffer in the event of serious loss or the failure of 

certain assets to materialize as they had been expected. In the case of a 

$100,000 bank with $20,000 surplus, if a dishonest cashier disappears with 
$15,000 in cash, the bank is still left with its capital intact and $5,000 of addi- 

tional funds. Had the bank possessed no surplus the capital would have been 

impaired to the extent of $15,000 and the result would have been a necessary 

reorganization for the purpose of either reducing the face value of its capital 

stock to an amount corresponding to the reduced net assets (in this case 
$85,000) or else a call upon the stockholders to make good $15,000 in pro rata 
contributions in order to restore the capital to its face amount.3 

The purpose of this paper is to challenge not merely the popu- 
lar conception of the significance of the bank surplus, but also the 
theory of the surplus account as incorporated in the banking legisla- 

tion of this and other countries and as expounded in the standard 
treatises on banking. An attempt will be made to show that 

the creation of a surplus does not, in fact, necessarily strengthen 

the position of the depositors; indeed, we shall attempt to show 
that inasmuch as the principle of double liability of shareholders 

has not been made applicable to surplus, the creation of a surplus 

may even lessen the ultimate security of the depositors. 

I 

The popular conception of the bank surplus merits a moment’s 

consideration here, for it is not confined merely to the layman; 
it is found in the most unexpected financial quarters. As already 

* White, Money and Banking (3d ed.), p. 214. 

2? Fiske, The Modern Bank, p. 31. 

3 Willis, American Banking, pp. 149-50. 
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indicated, the “‘surplus fund” is regarded, so far as the general 
public is concerned, as a sort of cash reserve. That is to say, the 

surplus, which is a statement on the liability side of the balance 

sheet of the owner’s interest in the business arising from accumu- 
lated profits, is conceived of as a resource in the form of actual 

cash; when, in fact, it is represented on the resources side of the 
balance sheet by assets in general rather than by cash specifically. 

In a similar way, owing to the ignorance of accounting principles, 

which obtains even in financial circles, capital and deposits are 

commonly thought of as cash; whereas they are of course state- 
ments of claims against the general resources of the business by 
shareholders and creditors respectively. It is this that explains the 

current practice in bank advertising of measuring the strength of a 
bank by its liabilities rather than by its assets. I refer to the 

almost universal custom of emphasizing deposits (debts) as evidence 
of the strength of the bank. 

We have said that this confusion of mind is not confined to the 

layman. Evidence of this may be gleaned from a perusal of the 

foregoing quotations. There appears to be here either much care- 

less thinking or else extremely careless writing. Doubtless not all 

of these writers are thinking of the surplus as a cash reserve, but 
the choice of words is generally such as to leave the student with 

an entirely erroneous conception of the function of a surplus. In 

my experience the lesson most commonly drawn by students from 
such quotations is that the surplus is a sort of extra reserve fund. 

The two following examples, which have recently come to the 
writer’s attention, will suffice to reveal the views of those high in 

financial circles as to the significance of both deposits and surplus. 

An editorial in the London Statist, in commenting upon the great 

increase of deposits in the banks of England during the war, refers 

to this condition as an enormous increase in “cash resources.” The 

writer’s plain assumption was that these deposit accounts largely 

represented actual cash left with the banks. Lord Cunliffe, governor 
of the Bank of England, on the occasion of his recent visit to this 
country in the interests of international finance, reported that the 

Chicago banks were in excellent condition to stand the shock of a 

war “because of their large reserve and surplus funds.” This use 
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of the term would seem to imply that the surplus is a sort of 
supplementary cash reserve, or a fund so invested as to place 
the banks in a position to secure on short notice additional cash 
resources. 

In order to analyze these various conceptions of the function of 

the bank surplus it will be necessary to distinguish between a 

bank as a day-to-day going concern and a bank in liquidation. A 
commercial bank has a double problem of solvency: it has to main- 
tain, first, immediate or day-to-day solvency; and, second, ultimate 

or liquidation solvency. The law holds that a bank becomes (im- 

mediately) insolvent when it is unable to meet current obligations 

on demand owing to a depletion of the cash reserve. It might thus 

be temporarily insolvent even though its assets wereample to meet, 

ultimately, all obligations. 
Now whether the creation of a surplus strengthens the ability 

of a bank to maintain immediate solvency will revolve about two 

considerations: First, does the setting aside of a surplus increase 

the ratio of cash to deposit liabilities? Second, does it give rise to 

assets of exceptional liquidity—convertible into cash at practically 

a moment’s notice? With reference to the first question we find 

that neither banking law nor banking practice ever contemplates 
holding the resources representing surplus in the form of actual 
cash. Once the bank is a going concern, the ratio of cash to deposit 

liabilities (the legal reserve) remains quite unaffected by the crea- 
tion of a surplus. This may be seen from the statistics of any 

growing bank over a period of years, and it may also be seen from 

a glance at the chart on page roro in this article. In fact, this chart 
shows that during a period when our national banks were accumu- 

lating large “surplus funds” the ratio of cash to deposits was 
steadily decreasing. 

The answer to the second query is no less definite. The law 
makes no provision for investing resources arising from the creation 

of a surplus in assets of exceptional liquidity; in practice such 

assets are usually quite indistinguishable from any other assets. 
Clearly then, if the creation of a surplus is of importance, it can be 

in connection only with the problem of ultimate or liquidation 

solvency. 
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II 

The relation of the surplus to ultimate liquidation is a more 

complicated problem, and its elucidation will require careful 

analysis. The practical argument in this connection is that since 

the accumulation of a surplus has increased the bank’s assets the 

creditors will have a larger margin of security in the event of liqui- 
dation. That is, even though the resources representing the surplus 
account are in the form neither of actual cash nor of exceptionally 
liquid assets, they are nevertheless loaned in one way or another 

and therefore must eventually be paid in cash. An accurate 

analysis or test of this view can be made only by the use of sample 

balance sheets. 

In order to save space and to avoid confusion, it will be advan- 
tageous to employ some greatly simplified statements of condition. 

Let us assume a bank with a capital of $100,000 that does not issue 

notes, and that does not have to spend a portion of the funds con- 
tributed by the shareholders in purchasing a building, furniture, and 

fixtures. All of its original resources will, therefore, be available 

for making loans. The initial statement (at the opening of busi- 

ness) would be as follows: 

Assets Liabilities 

As a going concern, assuming no deposits of actual specie, such 
a bank would shortly show (roughly speaking) the following 

condition of affairs: 

Before proceeding to an analysis of the surplus account we must 
pause here to explain the statement of condition before us.‘ To 

the novitiate the situation presented by these figures has three 
striking features: First, $500,000 of loans have been made, and 

* The explanation here given contains nothing new, but it has seemed necessary 
to restate it in this paper in order that the reader who is unfamiliar with the general 
theory of commercial banking may be able to understand the argument which follows. 
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yet the $100,000 of cash originally on hand remains intact. Second, 

deposits have been created to the extent of $480,000, and the 

assumption was that no specie is brought to the bank. Third, 

loans and deposits have increased in nearly equal amounts; indeed, 
if it were not for the interest being deducted in advance they would 
have increased in precisely equal amounts. 

In order to elucidate these phenomena we shall have to assume 
first a local community possessed of but a single bank. A goes 
to this bank for a loan of, say, $10,000. He does not withdraw 

the amount in cash but instead takes it as a deposit account 

($10,000, ignoring for simplicity the discount) against which 

he may draw checks. This transaction therefore increases loans 
by $10,000 and deposits by a like amount. Immediately speaking, 

therefore, the loan has given rise to a deposit account, and we 

have a (superficial) explanation of the relation between loans and 

deposits and of the creation of deposit accounts without the actual 

deposit of specie. But this is only the beginning of the analysis. 

The borrower does not usually pay interest merely for the pleasure 

of having a checking account which he has no intention of using. 
In fact, he will withdraw most or all of his deposit account by writing 

checks against it. Let us assume that he writes a check for $10,000 

payable to the order of B. B has the alternative of withdrawing 

actual cash or depositing the check with this bank as a deposit 

account. If he does the latter, the total of “deposits” remains 
as before: $10,000 has been deducted from A’s account and placed 

to the account of B. Suppose, in turn, B writes two checks of 

$5000 each to C and D, respectively. C and D bring these checks 
to the bank and deposit them to their credit. The total of “de- 
posits’’ remains as before; the names of the “depositors,” merely, 

are different. 

The bank under consideration makes additional loans to 
X, Y, Z, etc., totaling, say, $490,000. This gives rise, immediately 

speaking, to $490,000 of deposits (less the discount) in the names 

of X, Y, Z, etc. But X, Y, Z, etc., write checks against their 

accounts to E, F, G, etc., who deposit these checks to their credit 

and receive deposit accounts of $490,000. Thus, including the 

$10,000 loan to A, this bank now has $500,000 of loans and $500,- 
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ooo of deposits, less the discount. The only questionable part of 

this illustration is the assumption that each of these individuals 
who receives a check deposits it with the bank for credit. In fact, 

not all do this; hence the necessity for a cash reserve. If all 
deposited checks for credit, no reserve whatever would be required. 

This situation is in no wise changed when we assume two or 
more banks in a given community instead of one. B (above) 
deposits his check with bank No. 2. Bank No. 2 presents this 

check to bank No. 1 for collection. But, since bank No. 2 has 
loaned $10,000 to F who deposits this in bank No. 1, bank No. 1 

presents this claim against bank No. 2 as an offset against the 
$10,000 claim being presented by bank No. 2. The counter- 

claims balance and are cancelled. This is of course precisely what 

happens in our clearings for all the banks of a given community. 
For the banks as a whole in a given community, the creation of 

loans has given rise to a creation of deposits of roughly the same 
amount. Loans of bank A emerge and give rise to deposits partly 

in bank A, partly in bank B, bank C, etc. And loans of bank B, 

bank C, etc., emerge as deposits in one bank or another in this 
community. If the use of checks were universal and the machinery 

100 per cent perfect, again, no payments would have to be made in 

cash, and no reserve would be required.’ It is in fact, however, not 

a universal nor a perfect system. 
But individuals do not confine their business activities to a 

single community. Some of these checks drawn on local banks are 

sent outside and are deposited in the banks of other communities. 
These are then sent home for collection. But as before, cash does 

not always need to be used in payment. We have district clearings. 
Counterclaims exist, also, and these are used as offsets, so that, as 

the saying goes, ‘“‘Cash moves only as a last resort.’’ At this point 

of course we come into contact with the machinery of domestic 
exchange. To make a long story short, the whole country consti- 

tutes a banking system, and in this system as a whole deposits 

* Of course in a sense it is absurd to speak of a perfect system where no reserve 
would be required; for it would mean that loans and deposits might be indefinitely 
expanded. With all restraints thus removed the credit system would shortly blow 

up and burst. 
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largely grow out of loans and tend closely to parallel loans in 
amount, 

We have been assuming given conditions. How far are such 
assumptions true in fact? The statistics of our banks as a whole 

bear out in a very remarkable manner the sort of relationship we 
have been suggesting. For instance, the statistics for all national 

banks show the following relations between loans, deposits, and 

lawful money reserve, from the formation of the national banking 
system to the year 1909. 

TMillions 
of Dollars 

S000} —— Loans ard Discounts» 
4500 [dividual Deposits. 

Maney Reserve. 

au 

A 

pes TAT 
LU 

ear 665 60 65 90 95 Os 

The relationship that we have been discussing clearly holds 

true in surprising fashion for the national banks of the country, as 
a whole; it also holds surprisingly true for the banks of a given city; 

and this correlation is not greatly different even with individual 

banks, though there would obviously be considerable variation from 

time to time in the case of any single institution. 
The variations from an exact equality of loans and deposits, 

which in fact occur, are due to: (a) some withdrawals of actual 

specie; (b) the occasional taking of a loan in the form of bank notes 

rather than as a checking account; (c) the creation of deposit ac- 

counts as a result of making advances in forms other than loans; 

+ 

} 

4 



THE SURPLUS IN COMMERCIAL BANKING I01I 

and (d) deposits of actual specie, which of course do not affect the 
loan item. 

It will be observed from the chart before us that the loans 

and deposits created by the national banks are not merely five times 

the amount of the cash resources, as in our illustration above; they 
are some ten times the lawful money reserve. Were we to include 

state banks and trust companies this ratio of lawful money to 
deposits would appear still less. 

It should be noted particularly that in the foregoing explanation 
we have been emphasizing the banking system as a whole. This 

emphasis is necessary, for it is only by a study of the whole rather 
than of the individual parts that one can obtain an adequate 
understanding of the principles of banking organization. It is 

because the practical banker is thinking in terms of his own single 

bank that he so rarely appreciates the true nature of these bank 
deposits. The banker thinks of his depositors as customers who 

bring funds to the bank. He is likely to argue that he loans out 
these deposits to borrowers. Loans would, therefore, appear to 
result from deposits rather than deposits from loans. A check 
for $10,000 deposited in bank A appears like a deposit of funds 

available for lending purposes. But the banker usually fails to 

recognize that the deposit account against which this check was 
drawn itself originally grew out of a loan by some bank somewhere. 

We may now return to a consideration of the simplified balance 

sheet presented on page 1007. The ratio of cash to deposits in the 
statement given is 20.8 per cent. The ratio of assets to deposits, 
and hence the chance of ultimate liquidation, is $500,000 (loans) 

+$100,000 (cash)—a total of $600,000-$480,000 (deposits), or 
60:48 =5:4. 

The same bank in time accumulates a surplus of $20,000. Let 

us assume that the $20,000 represented by surplus is initially in the 
form of cash, having been accumulated from earnings’. On the 

* Of course in actual practice the amount set aside as surplus is not represented 

specifically by a like amount of cash that is not utilized until semiannual dividend 
date. The process of investing “surplus funds” is a continuous one and not semi- 

annual. For clearness of exposition, however, it is better to assume that surplus is 
represented by cash and that its investment follows rather than precedes the formal 

setting aside of such a fund. 
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basis of this new cash the bank now proceeds to expand its business 

by making additional loans. As a going concern it would then 
shortly present the following balance sheet. 

$120,000 Capital stock............ $100,000 

Interest and discount col- 

24,000 

The ratio of cash to deposits is still 20.8 per cent. The ratio 

of assets to deposits, and hence the chance of ultimate liquidation, 
is $600,000 (loans)+$120,000 (cash)—a total of $720,000—to 

$576,000 (deposits), or 720:576=5:4, the same as before the sur- 
plus was created. Resources have increased, it is true, but since 
deposit liabilities increased at the same rate the chances of the 
creditors being paid,in full are no whit different from what they 

were without a surplus. 

In fact, the depositors have a smaller chance of being paid in 

full than was the case before the surplus was created, for the reason 

that our banking laws provide that shareholders are doubly liable on 
capital stock, but not on account of surplus. When measuring the 
ultimate security of creditors this factor must be included. Correct- 
ing the foregoing ratios of assets to creditor liabilities by including 

the double liability of shareholders on capital stock we have, before 

the creation of a surplus, $500,000 loans +$100,000 (cash) +$100,- 
ooo (double liability on capital stock) =$700,000—to $480,000 = 

35:24 or 1.458 to 1. In the second case it becomes $600,000 

(loans) +$120,000 (cash)+$100,000 (double liability on capital 
stock) =$820,000—to $576,000 = 205:146, or 1.404 to 1—less than 
when there was no surplus account at all. It may be concluded 

therefore that rather than strengthening the position of the depos- 

itor the creation of a surplus really tends to weaken it. 
In practice banks usually create surplus accounts far in excess 

of that required by law. The latest report of the comptroller shows 

the surplus of all national banks to be equal to seventy per cent 

of the capital stock; while in many banks it is much greater 

than the capital. The surplus and undivided profits accounts 

Assets Liabilities 
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together are almost exactly equal to capital stock, for national 

banks as a group. There appear to be various reasons for this 

setting aside of “surplus funds” rather than making additions to 
‘the capital account: The purchase of government bonds is re- 
\quired in proportion to capital, but not to surplus; the surplus is 
usually not taxed as is the capital; the creation of a surplus does 
not necessitate the issuing of additional shares of stock in con- 
formity with legal requirements; and, finally, the owners of the 
bank are not doubly liable on surplus. It would be interesting to 

know to what extent this last consideration has been a potent 
reason for large surpluses. 

IiI 

Let us turn now to a consideration of Mr. Willis’ statement of 
the purpose of creating a bank surplus, for it appears to set forth a 
somewhat different conception of the surplus than any we have 
been thus far considering. 

Had the bank possessed no surplus the capital would have been impaired 
to the extent of $15,000 [the amount stolen by the cashier]* and the result 
would have been a necessary reorganization for the purpose of reducing the 
face value of its capital stock to an amount corresponding to the reduced net 
assets .... or else a call upon the stockholders to make good $15,000 in 
pro rata contributions in order to restore the capital to its face amount. 

What Mr. Willis has in mind in this ambiguous statement? is 

doubtless the legal requirement in regard to a bank’s capital. If 

the capital stock (par value) is $100,000 there must be at least 
$100,000 of assets, or the capital is legally impaired. If a bank 

starting with $100,000 capital stock should suffer an immediate 

loss of $15,000 of assets, it would legally be required to call for 

$15,000 additional cash from the shareholders or else reduce the 
capital stock to $85,000 by calling in some of the shares.3 But 

if it has $20,000 surplus the total assets are still in excess of the 

capital stock, and therefore no reorganization is necessary. This, 

* See quotation in full on p. 1004. 

2 My students have been unanimously confused by the statement, most of them 

getting the idea that the surplus is a sort of additional cash reserve. 

3 Willis does not mean “‘reducing the face value of its capital stock”; he means 

reducing the number of shares. 
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however, does not mean that the real assets have not been impaired, 
for it is merely a legal fiction that puts the surplus down as some- 

thing other than capital. The strength of the bank has been 
lessened by $15,000 in either case. And it should be noted in 
passing that all this has no bearing whatever upon the security 

afforded the depositors; the real security is reduced as much in one 

case as in the other. 

The creation of a surplus immediately upon starting a bank is 

sometimes regarded as important in affording a convenient account- 

ing device whereby liabilities may be reduced proportionally with 
declining assets without tampering with the amount entered as capi- 

tal." This would obviously be important quite apart from the legal 

requirement discussed in the preceding paragraph. We have come 
generally to regard the capital account as inviolable, as standing 
for a permanent guaranty fund put up by the shareholders. Popu- 

lar fear or distrust would therefore be aroused by a reduction of the 
capital account. The surplus may consequently be regarded as 

a useful accounting buffer whereby the net worth may be marked 

down without affecting the capital. This has an important psycho- 

logical advantage; for, to many people, surplus marked down from 

$20,000 to $5,000 appears less serious than capital reduced from 

$100,000 to $85,000. 

In the two preceding paragraphs we have been considering the 
advantages of an initial surplus in the banking business. It is, 
however, in connection with the surplus accumulated from earnings 

that the main problem exists. We find in practice that such a 

surplus possesses virtually no advantage as an accounting device, 

for banks have come to guard against a reduction of the surplus 

almost, if not quite, as jealously as against reducing the capital 
account. While the surplus can be reduced without reorganization, 
it is nevertheless such bad advertising to show a reduced surplus 

that its reduction is regarded as a last resort measure. The surplus, 

an increasing surplus, due to the belief that it represents both a 
profitable business and an increasing security for depositors, as 

* We could of course write down the amount entered as capital, if losses were 

sustained, without any calling in of stock, if we should adopt in banking the policy 

of issuing stock without a par value. 
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already indicated, is one of the strongest advertising points that 

a bank can possess. To guard against an unfortunate “impairment 

of the surplus’”’ banks usually carry a sort of secondary surplus 

account known as undivided profits. 
It is this undivided profits item that most commonly serves as 

the accounting buffer. If there are losses in assets the undivided 

profits account is reduced instead of the surplus. Moreover, it is 
the common practice nowadays to carry very large undivided profits 
accounts, large enough to cover almost any loss without reducing 

the account to zero. The latest returns of the national banks to the 
comptroller show: capital, $1,073,875,000; surplus, $754,621,000; 
undivided profits, $317,412,000.' That this is no new development 

may be seen from the figures for thirty years ago: capital, $578,- 

462,765; surplus, $173,913,440; undivided profits, $71,451,167.” 
This undivided profits account is not, as many suppose, an account 

which disappears at each dividend date, a part going to share- 
holders as dividends, and the remainder to surplus. It is the 
profit and loss account that is thus periodically eliminated. The 

undivided profits account has come to serve as the buffer against 

the “impairment of surplus.” 
For the extraordinary losses with which banks occasionally meet, 

a writing down of the surplus may be avoided even though the 

bank does not possess an undivided profits account equal to the 
amount of the loss. The loss may be carried as a negative profit 
and loss account, though this has obvious disadvantages; it may be 

carried as deficiency; or it may be cared for by writing up assets 

’ that have been carried below market value. A few years ago the 
First National Bank of New York sustained losses, by defalcation, 

of $690,000. Neither undivided profits nor surplus was reduced, 

the officers stating that the bank possessed a “‘secret reserve” 
sufficient to cover the loss. It appears that they wrote up the value 
of the real estate which had been carried at original cost—a figure 

substantially below the then actual market value.’ 
I mention these alternatives not as being better than an un- 

divided profits account adequate to cover any losses that might 

? Date of March 5, 1917. 2 Date of October 31, 1887. 

3 See Walton, Advanced Accounting, chap. xix. 
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in reason be incurred, but merely to show that the undivided profits 
item is not indispensable even as an accounting buffer. 

It is interesting to note, also, that undivided profits has come 

quite generally to be regarded, like the surplus, as added security 

for the depositor. The two items are often entered together in 
bank statements as surplus and undivided profits. There is good 
advertising power in an undivided profits account as well as in a 

surplus; for the typical depositor regards it as additional net re- 

sources, if not, indeed, as cash in the vaults. It will be apparent 

without argument, however, that an undivided profits account 

does not increase the strength of the bank any more than does a 

surplus. The analysis here would obviously be identical with that 

already given for the surplus. 

IV 

If, then, the accumulation of “surplus funds” results in de- 

creasing rather than increasing the security of the bank’s credit- 

ors, should not something be done about it? Cannot a different 

use of these funds be required which will not result in a pro tanto in- 

crease of liabilities? Investment in bonds suggests itself as a 
possible alternative. 

At first thought it would appear that an investment of $20,000 
(representing surplus) in bonds would indeed increase the assets 

and add to the security of the depositor. Returning to the sample 

statement on page 1007 we should have: 
Lisbilits 

$100,000 Capital stock............ $100,000 

Interest and discounts col- 

In this statement we have assumed that the purchase of $20,000 

of bonds was made with actual cash. Now in such an event the 

ratio of assets to deposits would unquestionably be increased. But, 

in fact, would the purchase generally be made with specie? No; 

the corporation or individual that sells bonds to a bank would 

almost always take a checking account on this bank and check the 
amount out at pleasure, just as in the case of a loan secured by com- 

. 
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mercial paper or collateral. It follows, of course, from this that 

the investment of a bank’s surplus in bonds results in a proportional 

increase of deposits in this or other banks, and that the net result 

is the same as when these funds were used in the making of ordinary 
commercial loans. The ratio of assets to deposits is not altered, 
at least so far as the banking system as a whole is concerned. 

If, rather than taking a checking account with the bank to 

which the bonds are sold, the seller receives payment by a draft 

on another bank, the situation as a whole is in no way changed. 

This bank merely reduces thereby its credits in some other bank 

and when the seller of the bonds places the draft to his credit in 
some bank this increases deposits for the system as a whole, just 

as before. In short, so long as credit instruments are the means 
of payment, deposit liabilities are increased somewhere in the bank- 
ing system to an amount substantially equal to the increase of 

bonds on the assets side; and hence the surplus does not strengthen 

the position of depositors. 

Vv 

I should not like to be understood from the foregoing as arguing 

for the abolition of the practice of setting aside surplus and un- 
divided profits. I do wish to be understood, however, as challen- 
ging the whole theory on which the legal requirement for and the 
practical accumulating of a surplus is based; and to urge that we 
no longer deceive ourselves with the notion that the surplus is an 

added protection to depositors. 

From a quite different standpoint, however, the accumulation 

of a surplus by banks has possessed undoubted advantages. It has 
necessarily meant a constantly increasing size of banking institution. 
The requirement of the national banking law with reference to 

accumulating a surplus, coupled with the policy of the bank man- 
agement in going far beyond the requirements of the law, has 

resulted in many cases in preventing the multiplication of small 

banks. A large number of small banks obviously means a great 

increase in the cost of conducting the banking business, owing to 

the great duplication of overhead expense; and it goes without 
saying that these extra costs must be passed on to the public in 
the form of higher rates. 
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Large banks also afford better protection to their creditors than 
small ones through the wider distribution of risks which they secure. 
The larger the number of borrowers and the more widely distrib- 

uted the loans, the less the probability of heavy proportional losses. 

I am merely enunciating here the well-known principle of self- 

insurance. From this standpoint a bank may well argue that the 
growth of a surplus is some evidence of a sound institution. 

In this connection it should be observed, however, that these 

advantages would all be secured quite as well by requiring con- 
stantly increasing capital as by requiring the accumulation of a 

surplus; and at the same time the double liability of shareholders 

on the additional capital would prevent the lessening of the ratio 

of total assets to total deposits. If we are to preserve the original 

ratio of assets to deposits with growing banks the growth must 

either be made through additional stock issues or else by requiring 

that the stockholders should assume a double liability on surplus 
as well as on capital stock. 

It must be admitted also that the accumulation of a surplus 

from earnings over a period of years does usually indicate, as the 
banker contends, generally sound and successful management. 

It is only in the contention that the surplus, in itself, affords in- 

creased security to depositors that current bank advertising is 
misleading. 

Finally, I should not like to be understood as being fearful of 

the solvency of our banks, or of arguing for legislation which would 

require banks to assume a double liability on account of sur- 
plus. Undoubtedly we can go on in the future without changing 

our legal requirements as to surplus and have no greater percentage 
of failures than we have had in the past. The character of the 
assets of the great mass of our banking institutions is clearly such 
as to give ample protection to bank depositors, even though the 

surplus affords no additional protection. The present discussion 
has, therefore, no practical purpose. “Truth for truth’s sake” is 

its only justification. 
Haroitp G. Mouton 

UNIVERSITY OF CHICAGO 
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EXTENT OF PROFIT-SHARING IN THE UNITED STATES; 

ITS BEARING ON INDUSTRIAL UNREST 

The intensity of the industrial unrest of the last decade 

brought in its train numerous analyses of its principal causes. 

Among these the matter of the relatively low incomes of the work- 
ing classes seems to rank first and foremost. To augment the 
workers’ earnings without seriously disturbing the regular run of 

trade and industry has become the desideratum of students of 

labor questions, statesmen, philanthropists, and employers. In the 

opinion of a considerable number of such public-spirited citizens 
profit-sharing furnishes one of the least costly and most effective 
methods of achieving the desired result. 

A question as to the meaning of profit-sharing immediately 
arises. The term profit-sharing has been extended in popular usage 
to include numerous gain-sharing or bonus schemes the essential 
character of which places them outside of a correct interpretation 
ofthe term. Many of the schemes known as profit-sharing systems, 

although providing some supplementary remuneration to the 

regular earnings of the beneficiaries, do not bear any direct relation 
to the actual earnings of the enterprise and cannot, therefore, be 
classified as involving the principle of profit-sharing in the proper 

sense of the term. As a matter of fact, very few of the methods 
adopted by American employers for the purpose of augmenting the 

ordinary earnings of their employees can properly be called profit- 
sharing as defined by the International Co-operative Congresses." 

* The term “profit-sharing,” strictly speaking, was defined by the International 

Co-operative Congress, held in Paris, France, 1889, as “‘an agreement freely entered 

into, by which the employees receive a share, fixed im advance, of the profits.” The 
same congress defined the term “‘agreement’’ as covering, ‘not only agreements bind- 
ing in law, but as including also cases where the agreement is only a moral obligation, 

provided it is honorably carried out.” The term “‘profit” is to mean “‘the actual net 
balance or gain realized by the operations of the undertaking.” A “share” is stated 

to be ‘‘a sum paid to the employee out of the profits,” such share to be “dependent 
upon the amount of the profits.” The share given to the employee “shall not be 
indeterminate,” that is, ‘‘it must not be a share which an employer fixes, at the end 

of some period, at his absolute discretion, as distinguished from a prearranged basis.” 
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Before proceeding any farther it is necessary to define exactly 

what in the following article is meant by the term. The under- 

standing of the writer is that profit-sharing, in order to be genuine, 
must contain the following elements: (1) aggregates to be distrib- 
uted to the participants, or individual shares, are to depend princi- 
pally upon the earnings of the business; (2) the proportion of the 

earnings to be distributed is to be definitely determined in advance; 
(3) benefits of the scheme are to extend to at least one-third of the 

ordinary wage- or salary-earning employees. The formulated 
definition, although less rigid than that of the Co-operative Con- 

gresses, excludes from the category of profit-sharing all schemes 

under which bonuses based upon individual efficiency are paid, 
usually associated with the various phases of scientific management. 
It further eliminates from consideration actual profit-sharing 

schemes the benefits of which are limited to a selected few of the 
better-paid executive or supervisory employees. 

Different reformers, some students of industrial problems, as 

well as employers, have frequently addressed themselves to a 
consideration of profit-sharing with enthusiasm and hope. Profit- 

sharing, in the opinion of President Emeritus Eliot, of Harvard, may 

furnish one of the principal means for a satisfactory solution of 
the industrial strife of our present day.‘ The effectiveness of such 

schemes in minimizing class conflicts, however, has never been 

appraised. Following the publication of the latest edition of 
Gilman’s Profit-Sharing between Employer and Employee in 1896, 

no comprehensive survey of the extent of genuine profit-sharing in 
the United States was made until recently. Such a survey now 
appears in one of the publications of the United States Bureau of 

Labor Statistics.* 
The precise nature of this report may be inferred from the 

The relative proportion of the total working force of a concern that must share in the 
profits in order to establish real profit-sharing conditions was stated to be “not less than 
75 per cent.” (Bulletin de la participation aux benefices (Paris, Tome XIX, 1897], 

pp. 220-22, cited by D. F. Schloss, Methods of Industrial Remuneration (London, 1898], 
chap. xvii.) 

* Charles W. Eliot, “Profit-Sharing,” in Profit-Sharing and Scientific Management 
(four addresses. Boston: Efficiency Society of New England, 1914), pp. 3-9; also 
“The Road to Industrial Peace,” The Nation’s Business (August, 1917), p. 16. 

2 Bulletin 208, Profit-Sharing in the United States. 
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fact that in the course of its preparation all profit-sharing plants 

known to have been in existence were visited for the purpose 
of examining carefully the nature of the schemes in operation, 

their objects, and the results achieved. This study reveals the 

fact that there are at the present time in operation in the United 
States sixty genuine profit-sharing plans. The number of employees 
employed under profit-sharing agreements does not exceed thirty 

thousand—an insignificantly small group when compared with the 
total wage-earning population of the country. 

The existing profit-sharing plans are of comparatively recent 
origin, only seven of them—or about one-ninth—having been 

established prior to 1900. Twenty-nine—or almost one-half— 

have been established since 1911. Over two-thirds have been in 
operation less than ten years. Of the latter group, twenty-one, or 

about one-third of all, were put into effect in 1914, 1915, and 1916." 

Over six-tenths of the profit-sharing establishments are located 
in three states—Massachusetts, New York, and Ohio—and more 

than one-half of them are in the North Atlantic section of the 
country. The size of the twenty-eight profit-sharing establish- 

ments as indicated by the average number employed during a rep- 

resentative period reveals the fact that more than seven-tenths of 
those reporting employed less than 300 people and that only slightly 

over 10 per cent employed one thousand or more.’ Of the thirty- 

seven establishments reporting the proportion of the total employed 
who participated in the distributed profits, nineteen, or 51.4 per 

cent, reported 80 per cent and over participating; thirteen, or 
35.1 per cent, reported 60 to 80 per cent participating; four, or 
10.8 per cent, reported 40 to 60 per cent participating; and only 

one reported 20 to 40 per cent of all the employees sharing in the 
profits.‘ 

In nine-tenths of the plans the principal prerequisite for par- 

ticipation is the permanency of affiliation with the employing 
company, as shown by a specific length of contjnuous service. The 

minimum of continuous service required varies from three months 

to three years, the length of time specified in more than one-half 

of all the plans being one year or less. Thus practically all the 

* Bulletin 208, p. 17. 2 Ibid., p. 18. 3 Ibid. 4 Ibid., p. 19. 
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plans exclude from participation the so-called shifting part of their 

working organization, confining the benefits to their more or less per- 

manent employees. In about one-eighth of the plans in operation 
employees, in order to participate, are required to file a written 
application especially provided for that purpose. Such applica- 
tions are usually perfunctory statements signed by the employees 
to the effect that they promise to do faithful work and be loyal to 

the company. In one instance employees obligate themselves 

contractually to share in the possible losses of the year’s business 

in proportion to their earnings, but not to exceed 10 per cent. 

Under this plan 10 per cent of the weekly earnings of each of the 
participating employees is retained by the company until the end 

of the distribution period, when the amounts thus retained are 
returned to the employees together with their share of profits for 
the year. In the great majority of the plans studied the basis 
for computing individual shares is relatively simple—namely, the 

amount of earnings of the participants. The individual shares 
in such instances are determined by dividing the employees’ part in 
the divisible fund by the aggregate of wages of the participants in 

order to obtain what is usually called the profit-sharing dividend 
and then multiplying this dividend by the respective earnings of 
each of the participants. 

In all of the plans except one, discharge and leaving employ- 
ment act automatically as causes for forfeiting the share of profits 
for the current year. Under one plan, only a discharge for cause 

results in forfeiture; other discharges, being more in the nature of 

permanent lay-offs on account of lack of work, do not deprive 

employees of their proportionate share of the profits. Some of the 
plans under which shares of profits are paid in stock or in the form 

of savings accounts penalize those leaving employment more 
severely than those who are discharged, it being specified in these 
instances that those leaving forfeit some part of the share of the 

profits of the previous year—usually from one-fifth to one-third— 
in addition to the share of the current year’s profit. The provision 

that death shall be a cause of forfeiture occurs only in about one-half 

of the plans; in the other plans it is specified that the pro rata share 

of the deceased employee shall be paid to his family or dependents. 

| 
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In profit-sharing plans under which the shares of profits con- 

stitute some proportion of the dividends paid on capital the 
amounts of forfeited shares are usually retained by the employer. 
In other plans the amounts forfeited do not revert to the 
employer, but are apportioned instead among the participating 
employees. 

The majority of plans in operation specifically provide that 

employees temporarily laid off but otherwise eligible to participate 
and ready to return to work upon call be not barred from partici- 
pation. Their shares in such instances are based on their actual 

earnings. In one-third of the plans cases of lay-off are treated 

“each upon its own merits.” The same treatment as that of 

employees laid off is accorded to those taken sick, provided the 
sickness does not extend ‘‘over an unreasonably long period’”’— 
usually not over six months. Under one plan only is it specifi- 
cally stated that sickness of an employee carries with it a for- 

feiture of his share of the profits. In this instance, however, 

the company maintains a special fund for the benefit of its sick 
employees. 

Under thirty-two plans or more than three-fourths of those 
reporting, the shares in profits were paid fully in cash. Five 
reported as paying in “part stock or savings account or common 
fund and part cash.”” Of these the following proportions were paid 
in cash: one, 99 per cent; one, go per cent; one, 85 per cent; one, 
80 per cent; and one, ro percent. Under two plans the shares of 

profits were credited to a common fund, which was utilized for 

the accumulation of a pension reserve which was to be made up 
in equal parts of the shares of profits and contributions by the 

employees. 

The benefits accruing to the participating employees as a result 
of the operation of the profit-sharing plans during one representative 
distribution period, in terms of a percentage of the regular earnings 
of participants, are shown in the table on page 1024. 

Under almost one-third of the plans the profit-sharing dividend 

on the regular earnings of the participants was less than 6 per cent. 

Slightly over one-third of the establishments paid dividends 

varying from 6 to 1o per cent. The remaining third of the 
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establishments paid dividends of 10 per cent or more. Of the 
latter, five establishments paid profit-sharing dividends of 20 per 
cent or more." 

PERCENTAGE OF REGULAR EARNINGS RECEIVED AS 

SHARE OF Profits IN TuHrrTy-Four Prorit- 

SHARING ESTABLISHMENTS 

I 

2 

Three main reasons may be presented as accounting for the 

relatively low profit-sharing dividends paid under the plans. They 

are: (1) the small proportions of their net profits that employers 

are ready to share; (2) the rather large numbers of beneficiaries; 

and (3) the method used in some of the plans in determining the 
relative interests of employer and employees in the divisible fund. 
The last-mentioned reason is the least apparent and needs a brief 
explanation. In the plans under which the method of distribution 

explains the low profit-sharing dividends it is usually provided that 

net profits set aside for distribution are to be apportioned between 

employer and employees “in proportion to their respective inter- 

ests.’? The employer, who is invariably the formulator of the scheme, 
usually assumes that his interest in the divisible fund is represented 
by the amount of his capital, while that of the employees can best 
be measured by the labor pay-roll. Aside from the fact that this 

assumption is unsound—the earning power of capital rather than 

* Bulletin 208, p. 19. 
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its amount being more analogous, if at all comparable, to the labor 
pay-roll—this method of determination of relative interests results 
in a distribution of the fund in a ratio of at least three to one in 
favor of capital, for the reason that the annual cost of labor seldom 

exceeds one-fourth of the amount of capital invested. ‘That the 

method of determining the relative interests of the participants 
is largely responsible for the low dividends paid may more clearly 

be seen from the fact that the only profit-sharing establishment in 

the United States—moderately successful—that has been paying 
considerable profit-sharing dividends (an average of 85 per cent for 

the period 1907-16) based its relative-interest theory upon the 
earning power of capital instead of its amount. Asa result of this, 
distributions were made at the ratio of about three to one in favor 

of labor. A computation based upon actual figures shows that had 

the usually prevailing notion of relative interests been applied in 

this establishment the distribution ratio would have been quite 
different, viz., five to one, and in favor of capital.’ 

From a study based upon the facts and figures found in the 
recent report of the Federal Bureau of Labor Statistics, supple- 

mented by personal observations, the following conclusions may be 
drawn: 

1. Almost seven-tenths of the profit-sharing plans examined by 

the mentioned report of the Bureau of Labor Statistics yielded to 
the beneficiaries an annual augmentation of their earnings of less 
than 10 percent. Therefore, if labor difficulties are to be solved 

through considerable augmentations of the incomes of the em- 
ployees, profit-sharing, as it stands at the present time, will not do 
it. No one at all familiar with the nature of the present-day wage 

conflicts can possibly venture the opinion that even an all-around 

wage increase of 10 per cent will contribute materially toward the 

establishment of industrial peace and the creation of a general 

harmony of interests. 
2. If, again, industrial peace is to be brought about by a better 

understanding between employer and employees and the develop- 

ment of mutual confidence based upon some degree of democratiza- 

tion of industry, profit-sharing, in its present form at least, can 

Ibid., pp. 37-44. 
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hardly render any appreciable assistance. The profit-sharing 

employer is just as keen about his traditional prerogatives to hire 

and fire and to run his business regardless of the opinion of his 

employees as his non-profit-sharing confréres. Trade unionism and 

collective bargaining are no more popular in profit-sharing estab- 
lishments than elsewhere. In fact, no profit-sharing firm is known 
to have in operation any system of collective bargaining or of defi- 
nitely established friendly relations with trade unions. In this 

connection it may be of interest to observe that one of the oldest, 
most widely known, and successful profit-sharing employers 

specifically excludes from the benefits of his scheme certain groups 
of his employees who through unionization have raised their rates 
of wages “to an unusually high point,” on the theory (taught him by 
experience) that “‘ good union men are, as a rule, poor co-operators.”’ 
On the contrary, instead of evoking good will, protit-sharing, on 

account of its arbitrary character under which employers uncon- 

ditionally reserve to themselves the privilege to discontinue or 
modify the entire arrangement, is a rather potent breeder of sus- 

picion and distrust. 
Although substantially agreeing that their plans have greatly 

improved their relations with the employees and contributed con- 

siderably to the stabilization of their working force, profit-sharing 

employers disagree greatly as to the results achieved with reference 

to increasing the individual or collective efficiency of the participat- 
ing employees. Only three out of sixty stated definitely that in- 

creased efficiency has resulted; and these have paid unusually high 
profit-sharing dividends to their employees in the past. Aside 
from profit-sharing employers, neither employees nor employers 

have any confidence in profit-sharing. As far as the former can 

give expression to their opinions, they have put themselves on 

record as opposed to it.’ This attitude of employees toward such 

schemes is usually explained by the fact that, in the opinion of their 
leaders, profit-sharing plans have an inevitable tendency to hinder 

the development of trade unionism and collective bargaining. 

* For opinions of representative labor men see Profit-Sharing by American Employ- 
ers (report issued in 1916 by the Welfare Department of the National Civic Federation), 

PP. 233-43: 
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Labor leaders are of the opinion that these schemes make increased 

earnings uncertain, contingent wholly upon employers’ profits 
and payable only “‘at their own sweet will.””’ An informant belong- 

ing to a labor organization explained his opposition to profit-sharing 
on the ground that “there is no sense in playing a game the rules and 
regulations of which are formed without the consent of one of the 
principal parties concerned, such rules, furthermore, being subject 

to change at any time without common consent.”’ Workmen, he 
said, prefer unqualified increases in wages to a problematical share 

in the employers’ enterprises in the management of which they do 
not partake. Employees, furthermore, have no faith in profit- 

sharing, because under only one of the plans in existence are they 
granted the privilege of inspecting the books of the employer 
in order to convince themselves that the full share due them has 
been distributed. Suspicion is further augmented because under 

a majority of the plans the prospective beneficiaries are not even 

given an inkling as to the specific proportion of the profits that 
their employers are willing to share. What is there then, employees 

repeatedly say, to prevent an unscrupulous employer from juggling 

his profit-and-loss account in order to avoid the payment of the 
promised benefits ? 

The attitude of profit-sharing employees toward such schemes 
is interesting and instructive. As a rule, this attitude varies with 
the nature of the position held by the informant and with his general 
views on industrial questions. In all, three distinct attitudes 

were observed, to wit, complete approval, absolute condemnation, 
and a general indifference which took profit-sharing as a matter of 
course. Profit-sharing employees who hold well-paid supervisory 

or executive positions were definitely in favor of the plans. To this 

small group of participants the scheme appeared to be an actual 

realization of a state of community of interest between employer 

and employee. Among the bulk of the ordinary wage-earners 
two distinct opinions prevailed. If the informant happened to be a 

member of a trade union or was an ardent believer in organized labor 
and collective bargaining, his opinion on profit-sharing was analo- 
gous to those of the labor representatives cited above—viz., abso- 

lute disapproval of the scheme irrespective of the benefits that 
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might accrue to the participants. To informants of this group the 

profit-sharing plan was a carefully planned attempt on the part of 
the employer to stimulate production, forestalling at the same time 

the possibility of collective demands for higher wages and better 

conditions of employment. The proportion of participating 

employees that expressed this opinion was not very large, and con- 
stituted, perhaps, not more than one-fifth of those interviewed. 
The attitude of the great majority of the participating employees 
was one of general indifference. Profit distributions were taken as 

a matter of course, were expected, and were relied upon in the 

balancing of their income and expenditure accounts. The em- 

ployers’ motives were not questioned as long as distributions 
continued at regular intervals. If, however, the shares paid grew 
less or their distribution irregular, suspicion was engendered and 
dissatisfaction with the scheme aroused. 

The profit-sharing field is rather unique in the sense that under 
its arrangements additional duties carry with them no new rights. 

Under most of such schemes the employees are constantly reminded 

of the fact that they are no longer mere employees, that they are 
partners in the business and are therefore expected to conduct 
themselves as such—to avoid any moves or acts, such as requests 
for better conditions and higher wages, that will inconvenience the 

business. These new duties, however, involve no established rights 

to benefits, for each of the schemes specifically reserves to the em- 

ployer the right to (1) determine which of the employed shall par- 
ticipate, and under what conditions they may do so, (2) to hire and 

fire at pleasure, and (3) to discontinue or modify the entire arrange- 

ment without notice or consent of the employees.' Legally, shares 
in profits thus become mere gratuities which the employer may or 
may not dispense.” 

* Commenting upon a certain pension scheme under which the annuity allow- 

ances to be granted are expressly described as not a “right” of employees, Babson’s 
Confidential Labor Bulletin, L-83, August, 1917, says: ‘We do not believe, though, 

that a plan of this kind meets the demands of labor in these days or is quite in tune 
with the spirit of the age. If we are not mistaken, there is a growing demand 
among workers for a recognition of rights over and above wages. Clients should 
not expect a plan of this kind to exercise any influence on radical employees.” 

2 Fora detailed discussion of the legal status of profit-sharing, see Bulletin 208, p. 6. 
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That profit-sharing is not popular with employers may easily be 

inferred from the little headway that such wage schemes have made 
in the United States as well as from the very small number of 

employees working under profit-sharing conditions. Employers 

have but little faith in profit-sharing because they cannot see how 
distributions made upon any other basis than that of individual 

efficiency can possibly contribute to the augmentation of their 
profits.‘ Considered as a direct stimulus to efficiency, real profit- 
sharing cannot possibly succeed, because, under it, individual shares 

are to bear no direct relation to anything but the earnings of the 

business. Again, some employers feel that from a strictly equitable 

viewpoint employees admitted to participation in the profits are 

morally bound to be willing to share in the possible losses of the 
business. Unfortunately, aside from the fact that ordinary workers 

do not earn enough to maintain a satisfactory standard of living?— 
much less to assist employers in meeting business losses—one may 

appropriately doubt the wisdom or even the desirability of asking 

anyone to share in the losses of an enterprise the management of 

which was to him a sort of terra incognita—a sphere absolutely 
outside of his legitimate jurisdiction, or even inquiry. 

The degree of effectiveness of these schemes depends directly 

upon the amount of benefits accruing to the participants. These 

benefits have been rather small, equivalent in many instances to 

less than what ordinarily grateful employers in thousands of estab- 

lishments are in the habit of distributing as Christmas gifts in the 
form of cash bonuses, “gold pieces,” and turkeys. Profit-sharing 

does not even succeed in evoking any of the stimuli to efficiency 

that Christmas gifts usually do—perfunctory “thank you” and 
some additional good will to last until after New Year’s Day. On 
the contrary, no matter how large or small the amounts distributed 

may be, the one-sidedness of the arrangement and its absolute 

* The desire for increased profits, and not philanthropy, was responsible for the 
origin of most of these schemes. Jbid., p. 170. 

2 Cf. Conditions of Labor in American Industries, by W. Jett Lauck and Edgar 
Sydenstricker (New York, 1917), pp. 357-63. 

3 The same argument could, of course, be advanced against participation in the 

profits by employees who do not directly assist in the management of the business. 
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control by the employer make the participants feel suspicious lest 
they do not get all they should. For entirely different reasons 
this feeling of dissatisfaction and lack of confidence in the value 

of the scheme appears also in the mind of the employer. Somehow 

or other he cannot help feeling that from the point of view of 
greater profits more satisfactory results could be obtained with less 
pretense and annoyance, through improvements in working con- 

ditions and increases in wages based upon the payment of bonuses 
for individual efficiency. 

What then is, after all, the raison d’étre of the existing profit- 
sharing schemes, few though they may be? To this question the 

following answers may be suggested: 

1. The advertising value of the schemes, the very name of which 

is high-sounding and appeals to the popular mind. The adver- 

tising value of profit-sharing, it was said, was particularly great in 
mercantile establishments which cater to the trade of working 

people, such as grocery and department stores and mercantile 

institutions selling their goods on the instalment plan. Managers 
of two such establishments were certain of the beneficial value of 
their profit-sharing plan in this respect. 

2. The nature of some business organizations under which it is 

difficult to correlate directly individual efficiency with its corre- 

sponding reward. The value of this factor to the employer was 
clearly brought out by the vice-president of the Executives’ Club 
of Detroit in an article entitled, “‘Where Profit-Sharing Fails and 
Where It Succeeds.” The author says: ‘Considered merely as a 

stimulus to increased production and greater net gain, profit-sharing 
is of particular value in plants where (1) individual efficiency cannot 
yet be exactly measured, or where (2) much work is done far away 

from supervision, or where (3) longevity of service is necessary to 

preserve the quality of the product or to guard trade secrets, or 
where (4) a supplement to the wage system promoting individual 
efficiency is needed to minimize plant waste.”’* 

3. The effect of the schemes upon the labor turnover. Profit- 

sharing, particularly in the establishments in which the business 

is prospering and in which distributions are made at regular 

* System Magazine, March, 1916. 
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intervals, does seem to have a beneficial influence upon the stability 
of the organization. One profit-sharing employer, who made a very 
careful study of the effect of his plan, describes this effect as 

follows: “It |profit-sharing] works precisely like an increase in 
wages, but is more valuable because the employee, in order to 
receive his share, has to wait till the end of the distribution period, 

a fact that makes him hesitate before quitting, which would natu- 
rally involve the forfeiting of his share in the profits.” 

4. The-momentum of some of the older plans which makes 
profit-sharing a sort of a tradition which is difficult to abandon. 

5. The sense of social justice of some employers. To this 
factor is due the existence of three profit-sharing schemes the prin- 
cipal object of which was stated to be “‘an equitable distribution 

of the profits of the undertaking, as a matter of justice, irrespective 

altogether of hopes for increased efficiency.” 
6. The belief of some employers that profit-sharing will develop 

good will, diminish industrial strife, and stimulate efficiency, 
obviating at the same time, perhaps, the necessity of granting 

increases in wages. 
An examination of the causes specified by employers as having 

been responsible for the abandonment of profit-sharing plans that 
they are known to have had in operation reveals the interesting 

fact that many of the plans were discontinued because the new 
order of things failed to appeal to the prospective beneficiaries,. 
who preferred the certainty of ordinary increases in wages to the 

uncertainty of the potential profits at the end of the distribution 
period.‘ Demands on the part of the new partners for increased 
wages usually appeared unreasonable and unfair to the employer, 
who quickly decided to abandon the scheme. One student of this 

question has summarized the nature of profit-sharing in its bearing 
upon this conflict of opinion as follows: 

It is obvious that if profit-sharing is based upon favor, the so-called 
divisions of profits are nothing more nor less than Christmas presents or other 
periodical gifts, and therefore cannot be considered as a serious economic factor. 

If profit-sharing is predicated upon the mutual rights and obligations arising 
out of relation of employer and employee, or if it is based upon some equitable 

t Bulletin 208, p. 166. 
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right or obligation flowing out of that relation, it is then permitted to ask at 
what point in that relation, or under what circumstances, does the right to 
demand an increased wage cease and the right to demand a share of profits 

begin ? 
Unless there is some method of general application by which that point 

may be established, it comes down to this, that the employer—and he alone— 

can say when, to what extent, and under what circumstances the employee 

shall be permitted to exercise his supposed right—an arrangement which not 

only makes the employer the umpire, but permits him to change the rules in the 
middle of the game.' 

One cannot help but feel that the illogical character of profit- 

sharing, as outlined briefly in this article as well as by the authors 
quoted, presents one of the reasons why genuine profit-sharing 

plays such a negligible réle in the wage systems of advanced indus- 

trial countries. The effectiveness of any economic arrangement 

does not necessarily depend, of course, upon its power to appeal to 

logicians or jurists. Profit-sharing has failed to become of any 

consequence among the other wage systems for the simple reason 
that it has failed to appeal to the instinct of economic self-interest 
of capital and labor, and because its tendency to increase efficiency 
and profits, on the one hand, or appreciably to augment the earnings 
of the employees, on the other, has been very limited. 

Earnest advocates of profit-sharing may take exception to 

these conclusions. They may state that the failure of profit- 
sharing to make any appreciable headway among other wage- 

payment systems is due to the fact that it is being operated under 
unfavorable conditions. President Eliot may rightly emphasize 

the point that the elements or “adjuncts” which he considers as 
essential to the success of profit-sharing, such as large distribu- 

tions, welfare-work, pensions, sale of stock to employees at reduced 
rates, and “‘co-operative management,’ are seldom found in con- 
junction with the existing profit-sharing plans. This is sub- 

stantially correct. The report of the Federal Bureau of Labor 
Statistics referred to above shows that almost three-fourths of the 

* Profit-Sharing by American Employers (report issued by Welfare Department of 

the National Civic Federation), pp. 258-59, article by Francis X. Butler. 

2“The Road to Industrial Peace,” by Dr. Charles W. Eliot, The Nation’s 
Business, August, 1917, p. 16. 
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plans distributed shares equivalent to less than 10 per cent of the 
ordinary earnings of the beneficiaries—that is, amounts not suffi- 
ciently large in the opinion of President Eliot’ to affect the 
efficiency and develop a sense of partnership on the part of the 
employees. Although many of these establishments are known to 

be engaged in some sort of welfare-work, few of them are large 
enough and financially stable enough to instal, and maintain pension 
funds. Many of the profit-sharing firms are small and have no 
marketable stock to sell to their employees. And, as brought out 
in the preceding pages, very few profit-sharing employers manifest 

any great interest in what President Eliot terms co-operative 
management. The absence of some of the factors thought of as 

essential to the success of profit-sharing raises the question as to 

the reasons for this absence. And, as far as one may judge cor- 

rectly from the opinions of numerous employers, the answer to 

this question is: Genuine profit-sharing—that is, profit-sharing not 
related directly to individual efficiency—does not pay. 

Boris EMMET 
Wasuincton, D.C. 

* Ibid. 
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INTERSTATE MIGRATION OF NEGRO POPULATION 

For a clear understanding of the northern migration of Negroes 
in the years 1916 and 1917, a knowledge of the general movement 

of the Negro population since 1865 will prove very useful. Several 

recent writers have been prone to emphasize the development in 
the Negro within the past two years of “‘a sudden desire to move,” 

but a little investigation soon reveals the fact that the black man, 

ever since the day of his emancipation, has shown a tendency to 
migrate. 

At the close of the Civil War, when told that he was free, the 

Negro at once began to put his freedom to the test; and as the 
most palpable evidence of his liberty was his ability to come and 
go as he chose, it was only natural that he should begin to move 

about. At the end of every year thousands of tenants in the south- 

ern black belts may still be seen removing to other farms, in many 

cases without even taking the pains to examine beforehand the 

lands they are to cultivate or the houses they are to occupy. Such 
migrations do not appear in the census returns, but their social and 
economic importance is far-reaching. Dr. Booker T. Washington 

often found it necessary to urge his people to abandon their moving 

propensities and to settle down and acquire property. At gatherings 
of Negro farmers he was fond of narrating a homely story of a 

chicken which belonged to one of these peripatetic tenants and 

which, from long-acquired habit, would walk up to its owner’s 
cabin door on every first of January and squat down and offer its 
legs to be tied, preparatory to its journey to the next farm. 

The possibility of the migration of a great number of freedmen 
from some sections of the South became evident almost as soon as 

the Civil War was over, and as early as November 27, 1866, 

Governor James L. Orr, of South Carolina, stated in a message to 
the legislature that the Negroes were— 

invaluable to the productive resources of the State, and if their labor be lost 

by removal to other sections, it will convert thousands of acres of productive 

land into a dreary wilderness. For this reason, I have felt it to be my duty 
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to discourage their migration. The short crops of the present year should 
stimulate the planter and farmer to renewed energy and enterprise. He will, 
however, find his lands of little value if he cannot command labor to cultivate 

them. If the Negro remain here, his labor must be made sufficiently remu- 
nerative to subsist and clothe him comfortably. Schools must be established 
to educate his children, and churches built for his moral training." 

This threatened migration, to which Governor Orr referred, was 
a westward movement, from South Carolina, Georgia, Alabama, and 

Mississippi to Louisiana, Arkansas, and Texas. It differed mate- 
rially from the later migration to the North. In general, the west- 

ward movement in our country is actuated by causes similar to 

those that prompt European migration to America. It is a move- 
ment from a highly developed, densely populated region, where the 
economic stress is acute, to a region more sparsely populated, with 
undeveloped resources, where the struggle for existence is not so 
keen. This explains the lure of the Southwest for the Negro, as 
well as that of all the West for the white man. But there is another 

movement of population that operates in a manner quite the reverse 

of the principles just enunciated. This is the cityward movement, 

a migration to a region of denser population, keener competition, 

and more acute economic stress. Such a movement is the northern 
exodus of Negroes in 1916-17. 

In the late sixties and early seventies the westward migration 

of Negroes attained considerable headway. It was at first a move- 

ment of individuals and soon became one of groups. Railway and 

land companies carefully fostered it and had their agents in various 

sections of the South, very much as trans-Atlantic steamship com- 

panies have maintained their runners in the remote rural districts 

of Southern and Eastern Europe to encourage emigration to 

America. A well-known Negro educator states that in 1874 he 
heard one of these agents boast that he had induced 35,000 persons 
in South Carolina and Georgia to leave for Arkansas and Texas.” 

This westward movement, however, was soon dwarfed into insig- 

nificance by a threatened migration on an unprecedented scale to 

* South Carolina House Journal (1866), pp. 20-21. 

2 W. H. Crogman, Talks for the Times (Atlanta, 1896), p. 54. The agent’s state- 
ment is probably much exaggerated, but there must have been a considerable migra- 
tion to have prompted him to make such a claim. 
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Kansas from the lower Mississippi Valley early in the spring of 

1879. The “Kansas Exodus,” as it came to be called from its 

alleged resemblance to the flight of the Israelites from Egypt, pre- 
sents several striking analogies to the movement of 1916-17. When 
the exodus to Kansas began, there was the same suspicion, as noted 
in 1916, that it was the result of efforts to colonize Negro voters in 
the North and make certain states safely Republican. In both 
cases this suspicion was finally allayed. There were also, in 1879 

as in 1916, the assumption by a portion of the northern press that 
the Negro was fleeing north to escape ill treatment, and the tend- 

ency on its part to lecture the South for its shortcomings in dealing 

with the black man. One may also note, in both instances, the 

same sort of uneasiness among the planters in those districts from 
which emigration had been excessive, the same assurance by some 

that all of the Negroes would eventually return, and the same 

introspective editorials in southern newspapers, with the candid 
admission that conditions might be better for the Negro, but with 

the added assertion that even as things were the South was a better 

place for him than the North. In both instances also may be 
observed the final recognition that the causes of the movement 

were basically economic. Of course, there are certain contrasts 

as well as parallels in these two movements, but the latter appear 
to be by far the more significant. 

The Kansas movement of 1879 was due in large measure to the 

agricultural depression in the lower Mississippi Valley, but it was 
precipitated by the activities of a host of petty Negro leaders who 

sprang up in all parts of the South during the period of reconstruc- 

tion. Foremost among these were Benjamin (better known as 

““Pap”’) Singleton, of Tennessee, and Henry Adams, of Louisiana. 

Singleton styled himself the “‘ Moses of the Exodus”’ and personally 

supervised the planting of several colonies in Kansas." Adams 
claimed to have organized a colonization council which attained a 
membership of 98,000.” 

The exodus to the “Promised Land” of Kansas began early in 
March, 1879, and continued until May. The total number of emi- 

* W. L. Fleming, “‘ Pap’ Singleton: The Moses of the Colored Exodus,” American 

Journal of Sociology, XV, 61-82. 

2 Senate Report, 693, Part II, Forty-sixth Congress, Second Session. 
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grants, most of whom went to Kansas from Louisiana and Missis- 

sippi, has been estimated at all the way from 5,000 to 10,000, and 

many thousands more had planned to move, but were deterred by 
the misfortunes of those who constituted the vanguard. Leaving 
their homes when the weather was becoming warm, the early emi- 

grants reached Kansas when spring chanced to be unusually back- 
ward and the country was still bleak and desolate. Thinly clad and 

often without funds, they endured much suffering from want and 

sickness, and many of them became public charges. Societies were 

organized expressly to care for the “refugees,”’ as they were called, 

and large numbers returned to their homes as soon as they were 

able, giving such dismal reports on their arrival as to dissuade 
others from following their example. Perhaps a third of the emi- 
grants remained, and many of these eventually attained a fair 

degree of prosperity. 
The movement was ill-advised, and too much based on the 

Negro’s sentimentalism. To him Kansas, pictured as the home of 
John Brown and the scene of many free-soil victories, seemed to 
be the ideal home for the black man. But he found on arriving a 

harsh climate, pioneer conditions, and small farmers who had no 

need of extra laborers and who were not especially friendly to the 

Negro. That individuals from among this group of emigrants 
could surmount such difficulties and attain no small degree of well- 
being, is to the credit of the race. While the exodus caused much 

suffering, demoralization, and loss of property among the emi- 
grants, it seems to have had at least one good result. In some 

instances it is said to have caused an improvement in the condition 

of the Negroes who remained at home. In communities where 

there had been considerable emigration there was said to have been 

a tendency to reduce rents and to offer the remaining tenants more 
favorable terms in general than had obtained prior to the exodus. 
Such a result would naturally be expected. 

In 1888-89 there was a considerable migration of Negroes from 

southern Alabama to Arkansas and Texas, as a result of the activi- 
ties of labor agents.‘ The rapid development of the mining indus- 

try of Alabama in the nineties caused a rapid influx of Negroes into 

the mineral regions around Birmingham, and was the cause of much 

* Southern Farmer, Atlanta, Ga., June, 1889. 
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uneasiness among the cotton growers of the black belt. The 
advent of the boll weevil caused a great migration of colored 
farmers in 1908-9 from the cotton fields to the cane fields of 
Louisiana. By 1914 the cotton belt of this state had recovered 
from the demoralization that followed the advent of the weevil; 

and the sugar planters, depressed by the prospects of free sugar, 
were reducing their acreage and employing fewer laborers. A 

tendency toward a counter-migration then showed itself, and labor 
agents again were active." 

These instances are cited in order to indicate that the northern 

migration of 1916-17 is no new and strange phenomenon. It 

differs from earlier movements chiefly in the matter of numbers 
involved. The European war has simply hastened and intensified 
a movement that has been under way for half a century. To the 

truth of this statement the reports of the census bear eloquent 
witness. In 1860 there were 344,719 Negroes in the North; in 
1910 there were 1,078,336, an increase of 212.8 per cent for the 

fifty-year period. In the South for the same period the rate of 
increase was 111.1 per cent. In the last half-century, therefore, 
the relative increase of Negroes in the North has been nearly 

double that in the South. This shows a decided change from the 

conditions prevailing before the Civil War. At every census before 

1860, except that of 1840, the Negro population of the South 

showed a greater relative increase than that of the North. Since 
1860, however, the situation has been reversed, as is indicated by 

the following table: 

PERCENTAGE OF INCREASE OF NEGRO POPULATION 

Decade North South Decade North South 

1790-1800....... 24.1 34.0 1850-1860...... 20.3 22.1 
1800-1810....... 18.7 39.2 1860-1870...... [33.3]* [ 8.8]* 
1810-1820....... 18.0 29.5 1870-1880...... [36.5]* [34.7]* 
2820-1830. ...... 29.2 31.6 1880-1890...... 16.2 13-5 
1830-1840....... 38.9 22.3 1890-1900...... 25.1 17.2 
1840-1850....... 23.7 26.8 IQOO-IQIO...... 18.3 10.4 

*Owing to the grect irregularities in the census of 1870, especially as it relates to the Southern 
states, comparisons of this year with those of 1860 and 1880 are wholly misleading, and in the foregoing 
table the percentages for these years are bracketed. 

* New Orleans Times-Democrat, March 26, 1914. 
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It thus appears that in every decade since the Civil War the 

Negro population of the North has been growing faster than that 
of the South. This increase can be accounted for in two ways 
only: by an excess of births over deaths, and by immigration from 

other states. The meager vital statistics available indicate that 
while the death-rate of the Negro in the North is lower than that of 

the Negro ia the South, the birth-rate of the northern Negro is also 

lower and is just barely sufficient to balance the death-rate. The 

increase in the colored population of the Northern states appears 

therefore to be due almost wholly to immigration. The census fully 
substantiates this assumption. In 1910, 415,533 northern Negroes 
were'southern-born. This is nearly two-fifths of the entire Negro 
population living in the North. Forty-seven per cent of the 
Negroes living in New England in 1910 and more than 50 per cent 

of those in the Middle Atlantic and East North Central divisions" 

were born outside these sections. In four of the former slave states 

(Maryland, Missouri, Kentucky, and Tennessee) there were actually 

fewer Negroes in 1910 than in 1900. These, it will be noted, are 
border states, where “‘the call of the North” is most likely to be 
first heard and heeded, and whence migration is easier and cheaper 

than it is farther south. It is also worthy of note that every one 
of the former slave states except Arkansas was “‘whiter’’ in 1910 

than in 1900. Indeed, if we exclude from our reckoning states 

having a Negro population of less than 2 per cent, the only states 

in the Union that became perceptibly “blacker” in the last census 
decade were West Virginia, whose percentage increased from 4.5 

to 5.3, and Oklahoma, whose increase was from 7 to 8.3 per cent. 
The increase in these states, however, is not large enough to give 
rise to problems like those in some sections of the old South. 

It is interesting to note that the New England states, before 

1910, were not appreciably affected by the northern migration. 

In three of these states (Connecticut, Rhode Island, and New 

t The Middle Atlantic and East North Central divisions comprise the states of 
New York, New Jersey, Pennsylvania, Ohio, Indiana, Illinois, Michigan, and 

Wisconsin. 

2 While the percentage of Negro population in Arkansas increased, it was only 

to the extent of one-tenth of 1 per cent. 
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Hampshire) the percentage of Negro population between 1880 
and 1gr1o actually declined, in Maine it remained stationary, and 

in Vermont and Massachusetts it showed a very slight increase. 

New Hampshire actually contained fewer Negroes in 1910 than 
in 1790. 

Another very interesting feature of the movement of Negroes 
in the United States is the fact that, in spite of the northward tend- 

encies just described, the center of Negro population has been 

shifting steadily southward and westward. Since 1790 the center 
has changed from southern Virginia to northeastern Alabama. 

This is due to the fact that the drift of Negro population to the 
North before 1910 was most pronounced in the border states of 

Tennessee, Kentucky, Maryland, and Missouri, and that the 

increase in the states farther south more than offset the losses in 

these four states. 
The Negro shows a tendency, not only to move northward, but 

also to move about very freely within the South. In fact, the 

region registering the largest net gain of Negroes in 1910 from this 
interstate movement was the West South Central division (Arkan- 

sas, Louisiana, Oklahoma, and Texas), which showed a gain from 

this source of 194,658. The Middle Atlantic division came second 

with a gain of 186,384, and the East North Central third with a 

gain of 119,649. On the other hand, the South Atlantic states 
showed a loss of 392,827, and the East South Central states a loss 

of 200,876 from interstate migration. While the Negroes have 

shown this marked inclination toward interstate movement, they 
nevertheless exhibit this tendency in less degree than do the whites. 

In 1910, 16.6 per cent of the Negroes had moved to some other 

state than that in which they were born, while the percentage for 

the whites was 22.4. For the relative extent of intrastate migra- 
tion by the two races, figures are of course unavailable. 

As has already been indicated, the cause of the migration, like 

that of practically all great movements of peoples, is fundamentally 
economic. But this simple statement does not tell the whole story. 

The causes may be grouped as beckoning and driving, the first group 
arising from conditions in the North and the second from conditions 

in the South. Among the beckoning causes in 1916-17 were high 
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wages, little or no-unemployment, a shorter working day than on 
the farm, less political and social discrimination than in the South, 

better educational facilities, and the lure of the city. Among the 
driving causes were the relatively low wages paid farm labor, an 
unsatisfactory tenant or crop-sharing system, the boll weevil, the 

crop failures of 1916, lynching, disfranchisement, segregation, poor 
schools, and the monotony, isolation, and drudgery of farm life. 

There is a noticeable tendency on the part of some Negro leaders 

to attribute the movement chiefly to the unrest due to mob violence 

and other ills, social and political, that fall to the lot of the black 
man. When we note, however, that lynching for the past twenty- 
five years has been slowly but surely decreasing and that disfran- 

chisement is no new thing, but has been an accomplished fact for 

more than forty years, it becomes evident that, whatever grievances 

of this nature the Negro may have against the South, he has at 

least no mew complaint and therefore no stronger reason for migrat- 
ing on this account in 1917 than he has had for several decades. 

If adverse social and political conditions are the main cause of the 
northern migration, it is asked, why did the Negro not go in the 

eighties and nineties when lynchings were four times as frequent 

as they now are and when disfranchisement was effected by “bull- 

dozing’”’ and tissue ballots rather than by the more peaceful method 
of constitutional amendment ? The answer to this question is that 
the Negro has no greater grievances now than formerly, but that 

he has a much better opportunity for escaping these grievances 
than he has had heretofore. The driving causes in the South are 

not of themselves sufficient to bring about such an exodus as was 

recently observed. There must be an avenue of escape to appar- 

ently better conditions, and this was presented when the European 
war created a vacuum in the northern labor market. 

The effects of this interstate migration, like the effects of late 
foreign immigration, are largely matters of the future. But certain 

postulates with regard to the immediate effects may be readily 
formulated. So far as the migrations tend to bring about an 

equilibration of demand and supply in the labor markets of this 

country, the effect will be beneficial. The abundance of crude, 
cheap, and easily managed labor in the cotton belt has not been 
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an unmixed blessing. It is a well-established fact, too, that the 
Negro does better in those districts where he is greatly outnumbered 

by the whites than he does in the black belts where he has little 
chance to study and emulate the white man’s skill, thrift, and 

energy. The Negroes who go north may thus increase their own 
productive capacity, and at the same time, by relieving somewhat 

the congestion of black folk in their old homes, may improve the 

economic status of their neighbors who remain behind. A migra- 
tion of Negroes in any number is likely also to affect the attitude 

of the southern employer of colored labor. It will tend to impress 
him with the idea of the black man’s economic value as he had not 
been impressed before. The exodus of 1879 effected such a change 
of attitude on the part of the Mississippi River planters. A large 

number of them assembled in Vicksburg on May 5, 1879, and 
solemnly resolved ‘“‘that the colored race has been placed by the 

Constitution of the United States, and the states here represented, 

on a plane of absolute legal equality with the white race,” and 
“that the colored race shall be accorded the practical enjoyment 
of all rights, civil and political, guaranteed by the said constitutions 

and laws.’ 

The migration has also its debit side. As already stated, it is 
a cityward movement of a rural population, and as such is attended 

with all the difficulties and dangers incident to such a movement 
on the part of any people. But there are additional difficulties 
when the newcomers to a city—even a northern city—chance to 

be colored. They must live in the least desirable part of the town, 

on filthy and neglected streets, and in poorly constructed, insanitary 

dwellings, for which they must frequently pay exorbitant rentals. 

There may be the additional handicap of industrial discrimination 

on account of race. 
Dr. W. H. Crogman, of Clark University, Atlanta, Georgia, a 

well-known Negro educator, twenty years ago set forth the evils 

of this movement in the following words: 

Nothing was ever clearer to my mind than that this interstate migration 
has in it the seeds of moral death. It is a very Pandora’s box. It strikes at 
the roots of those things by which only any people can hope to rise. It 

* Vicksburg Daily Commercial, May 6, 1879. 
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destroys the home wherever it is established, and prevents its establishment 
where it is not. It retards the progress of education and acts like a withering 
blight upon the influence of the churches. ... . . Over and over again have 
I known persons to leave their native state and after wandering through 
several others to return finally to the very spot whence they had started, having 

in that time gained nothing, acquired nothing, except that which is a property 
common to all bodies once set in motion—a tendency to keep moving." 

This statement, in the light of later developments, appears 

unduly pessimistic, and would probably be modified by its author 

today; but the fact cannot be gainsaid that the mere removal of 

the Negro to another environment is not the ultimate solution of 
what we call the “race problem’; at the most it can only modify 
the problem. As the European peasant does not escape all his 

economic ills when he stands for the first time under the Stars and 
Stripes, so the Negro will still have his troubles after crossing the 
Mason and Dixon line. 

Wm. O. Scroccs 
STATE UNIVERSITY 

* Talks for the Times, pp. 253-54. 
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NOTES 

WASHINGTON NOTES 

LOANS AND SECURITIES PRICES 

The results of the government’s second great loan operation for the 

year 1917 are now definitely known. Final statistics show that total 
subscriptions have amounted to more than four billion six hundred 

million dollars, an oversubscription of 54 per cent of the three billion 

dollars originally offered. This is a greater oversubscription than was 

received in the case of the first Liberty Loan when two billions were 

offered and about three billions of subscriptions were received. On this 

occasion a total of nine million four hundred thousand individual sub- 

scriptions were presented to the Treasury, and of these subscribers 

about 99 per cent subscribed in amounts ranging from fifty dollars 

to fifty thousand dollars. 

While the success of the loan as measured by the volume of subscrip- 

tions and the number of subscribers has thus been phenomenal, the 
careful observer is equally interested in the conditions underlying the 

loan and the effect it is likely to exercise upon the banking and business 

community. A review of conditions as existing at the close of the 

operation shows that the assistance of the banks has been enlisted to a 
considerably greater extent than in the former transaction. Discounts 

of paper secured by government obligations, by Federal Reserve Banks, 

amounted on November 30 to $499,000,000 or about $400,000,000 more 

than the maximum of such discounts under the first Liberty Loan. No 

figures are as yet available to show in any reliable way what proportion 

of the bonds have been actually taken by the banks themselves as a 

matter of permanent ownership, and what proportion are being carried 

with a view to eventual liquidation by subscribers who are paying for 

them on the “instalment plan.” The only thing that seems certain is 

that the aid of the banks has been more largely enlisted on this occasion 

than on the first, and that a somewhat longer period will be required to 

transfer the bonds completely to private ownership. 

Various reasons for this condition of affairs may be cited. One is 

the fact that in subjecting the bonds to taxation to the extent deter- 

mined upon in connection with this issue, the authorities of the govern- 
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ment necessarily rendered them somewhat less attractive to persons of 

very large income desirous of escaping the super-tax. Again, the wide 

distribution given to the bonds and the presence of small subscribers in 

very large numbers imply the necessity for a very substantial amount 

of aid in the form of loans extended by the banks to persons who desire 

to pay for the bonds out of current income. Until a reasonable amount 

of time has been allowed for the paying off of these loans, the banks 

cannot expect to free themselves completely of this responsibility. The 

very great oversubscription and the wide distribution show conclusively 

that the saving and purchasing power of the community is much greater 

than had been expected, and that the nation at large possesses a power 

of absorbing securities which promises well for the success of the future 

government financing, heavy as it must be. 

On the other hand, developments accompanying the loan suggest 

strongly the price that must be paid for this success. Severe declines 

in the market for securities have shown that even with great activity 

and prosperity on the part of basic industries they cannot maintain the 

selling values of their shares and bonds in the face of a general with- 

drawal of purchasing power. The government’s lending operations, in 
fact, have resulted in a withdrawal of such purchasing power to an 

extent that almost unavoidably disturbs the investment market necessary 

for the maintenance of normal prices for ordinary securities. This 

condition of affairs is not one that need cause alarm in its purely specula- 

tive aspect, but is of more serious moment from two standpoints—that 

of the savings banks and other institutions that have purchased these 
securities at what was supposed to be normal prices, but which now 

find the value of their investments very greatly lowered; and that of the 

concerns themselves, which, if compelled to re-finance or to seek new 

capital for current employment, will find themselves obliged either to 
pay abnormally high rates of interest or to submit to a discount on their 

securities, which would be equivalent to the same thing. This is 

perhaps the most serious aspect of the financial situation brought about 

by government borrowing, and is of course unavoidable if it be granted 

that the supply of capital available in the market at any given time is 

limited, so that some purposes must be sacrificed in order to attain the 

success of others whose character is more necessary to the community. 

CONTROL OF FOREIGN EXCHANGE 

In accordance with the powers granted in the so-called trading 

with the enemy act (which became law on October 6) the President, 
¥ 
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on November 28, issued executive instructions transferring to the 

Federal Reserve Board, under supervision of the Treasury Department, 

the oversight and control of foreign exchange transactions. This, 

combined with the oversight of gold movements already intrusted to the 

Federal Reserve Board on behalf of the Treasury, gives to that organiza- 

tion a very broad power of controlling the foreign payments of the 

United States. Such power is of course closely entwined with, and 

dependent upon, the control of the movement of merchandise exercised 
under present conditions by the War Trade Board, but, taken in con- 

junction with the powers of the latter, it affords an almost absolute 

authority over foreign commerce. Relations with the belligerent 
countries of Europe are already practically upon a government-controlled 

basis by reason of the fact that the United States government is furnish- 

ing the means with which to finance the movement of the supplies and 

munitions required in the conduct of the war. Exchange relations with 

European neutrals are practically under war restriction and control 

because of the business connections existing between those nations 

and Germany. This confines the regulation of foreign exchange in any 

active sense largely to South America and the Orient. 

As matters have developed since the coming on of the war, the United 

States, although having a large favorable balance of trade as against the 

rest of the world, finds itself subject to an unfavorable trade balance 

with respect to foreign neutral nations. This unfavorable balance 

would, in ordinary times, be cleared or offset against the favorable 

balances derived from trade with other countries, only a net balance 

remaining to be adjusted. The artificial restrictions upon, and inter- 

ferences with, trade growing out of the present war have, however, 

greatly changed this condition of affairs, so that balances with each 

country have to be dealt with practically upon an independent basis. 

The main purpose of such control of foreign exchange is to provide a 

means of making payment at a reasonable rate for goods imported to the 

United States. This purpose, if it is to avoid the shipment of gold in 

payment for such goods, implies the adjustment of imports and exports 

so as to avoid the growth of a large balance unfavorable to the United 

States, the only possible alternative thereto being an arrangement 

whereby foreign countries would accept payments either in their own 

securities held by American citizens or in obligations of the United 

States or its domestic enterprises. 

Probably less has hitherto been known about the details of the 

foreign exchange operations of American banks and banking houses 
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than about those of any other country, and this has been particularly 

true since the opening of the present war. The system of inspection and 

licensing now to be put into effect will, however, provide new data of a 

kind not heretofore available and will render the problem considerably 

simpler than it now appears on the surface. The so-called depreciation 

of the American dollar in foreign markets, notwithstanding that in some 

of these very markets there is a debtor balance to the United States, is 

likely to continue to exist as long as the present artificial parity of 

relationship between the American dollar and the British pound sterling 

is maintained, as it now has been for some two years past. This situa- 

tion makes the possible direct results to be expected from the proposed 

control of foreign exchange probably less striking and conclusive than 

they would otherwise be. The success to be had will itself depend very 

largely upon the actual requirements for necessary raw materials that 

must be filled, and the success experienced in inducing countries from 

which they are imported to take an equivalent amount of goods in 
payment. 

GROWTH OF FEDERAL RESERVE SYSTEM 

The movement of state-chartered institutions into the Federal 

Reserve System, which had already assumed considerable proportions 

during the month of October, has continued during November and now 

seems likely to be maintained until practically all of the larger state 

banks and trust companies of the country have entered the system. 

At the close of November the total capital and surplus of the 176 state 
member banks is announced as $427,000,000 and their total assets as 

$4,275,000,000. An analysis of the new membership throws some 

interesting light upon the attitude of the state banks toward the system. 

The trust companies and larger institutions of the states, many of 

which have lately enrolled, are, in not a few cases, institutions whose 

membership is quite obviously not likely to be of direct profit to them 

because of the fact that their business does not involve a large invest- 

ment in paper of the kinds now eligible for discount. On the other 

hand, a number of the incoming members are small institutions scattered 

over the country, which have apparently made application either 

because of a desire to strengthen the system in a time of national neces- 

sity or have found it to their interest as a matter of local prestige to 

obtain membership. While these institutions may and probably will 

from time to time be able to take advantage of the rediscount privileges 

of the system, it may be doubted how far they can steadily and con- 

sistently make use of it unless they modify their present type of business. 
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The question is thus raised whether the great body of state banks is 

likely to be brought into membership as a result of the movement recently 
begun in that direction, and whether there may not be an increasing 

pressure of demand for the modification of the system in such a way 
as to permit of the discount of paper of the classes held by many of the 
state banks and trust companies. 

In various quarters during the last session of Congress the latter 

suggestion was put forward and it was then urged by members of both 

Houses that the Federal Reserve Act be modified to permit the redis- 

count of paper based upon securities of various kinds. Bills to that 
effect were introduced; and this proposal, while mainly in the interest 

of the financial community at large, has an important and direct bearing 

upon the question of membership, since it has always been noted by the 
trust companies and by state bankers generally that the rigid require- 

ments of the system with respect to the discounting of liquid paper 

considerably limited the extent to which state institutions could expect 
to take advantage of it. This seems to suggest that the future develop- 

ment of the Federal Reserve System may still be a matter for very serious 

consideration, the real point involved being the maintenance of its 

character as a strictly liquid commercial banking organization requiring 

its members to conform their business to its rules as against that of an 

institution designed partly to render relief or aid in operations which 

though desirable and necessary industrially might or might not be of a 

liquid commercial character. There seems to be no reason to think that 

this question must be disposed of in the immediate future, but it will 
quite clearly call for answer in one way or another before the Federal 

Reserve System attains its ultimate development. 

4 
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BOOK REVIEWS AND NOTICES 

Workmen’s Compensation. By J. E. Ruopes, II. Macmillan, 
1917. Pp. 225. $1.50. 

Liability and Compensation Insurance. By RatpH H. BLANCHARD. 
D. Appleton & Co., 1917. Pp. 286. $2.00 net. 

These two volumes constitute an important and timely contribution 

to the history of workmen’s compensation in the United States. A 
difference in the aims of the authors causes some differences in the rela- 
tive emphasis given to various phases of the subject. In Workmen’s 

Compensation, Mr. Rhodes gives “a brief history of the workmen’s com- 

pensation movement in this country, and an outline of the principles on 

which the system is based,” while Mr. Blanchard’s volume deals with 

the subject from the point of view of insurance. Both, however, cover 

the main features of the whole subject. 
Workmen’s Compensation is divided into ten chapters, dealing, 

respectively, with “An Introductory Survey,” “Industrial Accidents and 

Accident Insurance,” “The European Background,” “Agitation in the 

United States,” “Early Attempts in the United States,” ‘The Consti- 

tutionality of Compensation Legislation,” “Compensation Legislation in 
the United States,” “The Insurance of the Compensation Obligation,” 

“The Administration of Compensation Laws,” and “Some Social Aspects 

of Workmen’s Compensation.” In the appendixes are given a summary 

of the movement in New York, a reprint of the “Standards for Work- 

men’s Compensation Laws” of the American Association for Labor 

Legislation, and an excellent digest of the laws in force at the end of 
1916. A list of references is appended to each chapter. The volume 

closes with an unclassified bibliography, a list of the cases cited but 

without references to the official reporter, and an index. 

The work brings together valuable material from a number of 

sources. It attempts to show the place of workmen’s compensation in 

the development of the industrial situation. Therefore, a great deal of 

space is given to the discussion of the industrial revolution, to various 
kinds of labor legislation, to methods of voluntary insurance against 

industrial accidents, and to the whole system of social insurance. The 

sections dealing specifically with workmen’s compensation cover the 
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history of the movement, the legislation and the principles on which it 

is based, constitutionality, administration, and methods of insuring. A 

general view of the whole subject is presented. 

Mr. Blanchard’s volume, Liability and Compensation Insurance, 

views the subject from a particular aspect. The work is divided into 

three parts. Part I, “Industrial Accidents and Their Prevention,” 

presents briefly and clearly the facts of industrial accidents as far as 

we have statistics on them, the possibilities of accident prevention, and 

the results of such work. Part II deals with “ Employers’ Liability 
and Workmen’s Compensation.” Here, with more detail, are given the 

common law of employers’ liability, a criticism of the system, the theory 

of workmen’s compensation, the historical development in Germany, 

England, and the United States. The chief features of compensation 

legislation in this country are then presented in five chapters, and a final 

chapter deals with the constitutionality of the legislation. Part III, 

“Employers’ Liability and Workmen’s Compensation Insurance,” is the 

especially valuable part of the work. The principles and practices of 

insurance are applied to workmen’s compensation in ten chapters, cover- 

ing the following subjects: “The Theory of Insurance as Applied to 

Employers’ Liability and Workmen’s Compensation,” ‘Methods of 

Insurance,” “The Policy Contract,” “Manual Premium Rates,” 

“Merit Rating,” “Reserves,” and “Insurance of the Catastrophe 

Hazard.” In the appendixes are given the New York workmen’s com- 

pensation law, and a form of a typical policy contract. The work closes 

with an index. 

The rating problem presented by insurance of workmen’s compensa- 

tion obligations is clearly presented, the methods now being developed 

are discussed, criticisms are made and conclusions are drawn, and 

references are given to the best authorities on the problem. In the 

presentation of the insurance problem an important and timely contri- 

bution has been made. 
Epitu S. Gray 

UNIVERSITY OF CHICAGO 

Standards of American Legislation. An Estimate of Restrictive and 
Constructive Factors. By ERNsT FREUND. University of 

Chicago Press, 1917. Pp. xx+317. $1.50 net, postage 
extra; weight 1 lb. 10 oz. 

This is a noteworthy contribution to the scientific improvement of 

our legal system. It purports to be an essay of constructive criticism 
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rather than a systematic treatise. The book should appeal, not only 
to lawyers and students of law, but to teachers and students of political 

science, constitutional history, sociology, and social reform. It is one 

of those rare law books that may be read with pleasure and profit by the 

intelligent general reader. 

Professor Freund is a pioneer in this field and in his method of attack. 

Perhaps if the book were entitled “Legislative Policies in American 

Constitutions, Statutes, and Common Law,” this would give a better 

idea of the scope of the discussion. 
The treatment of the various topics does not deal in glittering gen- 

eralities but is replete with concrete, specific, and illuminating criticism. 
The very wealth of interesting detail and illustration makes it somewhat 
difficult at times to follow the trend and sequence of the discourse in its 

larger outlines. An attempt will be made in this review to give a concise 
survey of the book as a whole. 

The Introduction shows how the courts have read legislative policies 

as to economic and social matters into that indefinite constitutional 

guaranty, “due process of law,” and suggests an inquiry into a better 

basis for estimating the legitimacy of statutory policies with reference 

to individual rights other than precedent and implication from abstract 

formulas. 

Chapter i traces the historic changes of legislative policy with refer- 

ence to the rights of personality, freedom of thought and expression, the 

repression of unthrift and dissipation, the protection of public health 

and safety. The last part of this chapter gives an outline of the modern 

growth of social legislation and explains the hostile and suspicious atti- 

tude of the courts as resistance to a new concept of state functions which 

may prove revolutionary and socialistic. 

Chapter ii, on “The Common Law and Public Policy,” points out 

the failure of the courts to reckon with the legislative policy involved in 

their decisions and their effect on the relations of the different classes of 

the community. It is said that “the common law must be charged with 

having too much justice and too little policy,” i.e., too little regard for 

social interests. It is the task of modern legislation to redress this 

individualistic cast and give expression to public interests. 

Chapter iii, on ‘The Tasks and Hazards of Legislation,” deals with 

the function of legislation in supplementing and correcting common-law 

defects in such matters as restraint of trade, nuisance, and liquor prohi- 

bition. It also deals with the validity of legislation in so far as it depends 
upon doubtful questions of fact and good faith, and in so far as it 
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endeavors to enforce contested and immature standards of social and 

industrial obligations. The author dwells on the neglect of those, 

advocating new restrictions or requirements to substantiate their reforms 

by demonstrated facts and arguments. Those demanding legislative 

interference should make an adequate investigation and presentation of 

the evidence on which intelligent and just action can be taken. 

Chapter iv deals with the legislative policies embodied in American 

state constitutions, such as the provisions with reference to banks, rail- 

roads, and corporations. It contains an interesting estimate of the 

position of fundamental rights under the police power, and brings out 

the point that indifference is the dominating attitude toward the guar- 

anties of individual right, owing to the fact that they have proved incon- 

venient obstacles in the enforcement of social policies and industrial 

reforms. 

Chapter v, “Judicial Doctrines,” deals, for the most part, with the 

historical development of limitations on legislative power on the basis 

of general clauses, such as “due process.” The author concludes that, 

although the courts are protecting now, in the name of due process, 

traditional economic policies and not merely cardinal or immutable 

principles of justice, there is no danger of permanent hindrance to 

legislative progress, but rather danger of inadequate protection for the 

policy of individual freedom. ; 
In chapter vi, on “The Meaning of Principle in Legislation,” the 

author makes perhaps his most original contributions in differentiating 

policy and principle in legislation. “Principle” he conceives as certain 

guiding ideals or rules which control the effectiveness and justice of legis- 

lative commands but which frequently go beyond constitutional require- 

ments. One of the most interesting principles of legislation which the 

author formulates is that of correlation, by which he means the joining 

of essentially correlative rights and obligations. Observance of this 

principle would mean more carefully measured justice. Another prin- 

ciple is that of standardization which serves to advance certainty, 

objectivity, stability, and uniformity of law. 

In the final chapter on “Constructive Factors” the author finds 

perhaps the greatest hope for establishing constructive principles of 

legislation (as contrasted with the negative restrictions which we have 

at present) in the further development of plans that have already been 

tried, namely: (1) the preparation of bills by special legislative com- 

missions; (2) the delegation of power to administrative commissions; 

(3) the organization of drafting bureaus; and (4) the codification of 

standing causes. 

| |
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The author points out that American law schools at present neglect 

the legislative point of view and should give special courses in the prob- 

lems of legislation, if the technical difficulties of giving such courses can 

be overcome. 
H. W. BALLANTINE 

Urpana, ILt. 

Retail Buying. By Cuimron C. Fietp. Harper Bros., 1917. 
Pp. 219. $1.25. 

Two sets of books have developed in the field of economic activity. 
One of these has been academic and theoretical, centering about value, 

distribution, and marginal utility. The other has offered detailed 

advice on the best way to make a sale. The former failed very largely 

to reach the “practical business man,” but flourished like the biblical 

green bay tree in college courses. The latter found no standing except 

among business men, and not a great deal there. More recently a new 

generation of business books has arisen, dealing with economic problems 

in a way unknown and probably impossible before. 

These new books are of many different degrees of excellence, though 

one and all have the same purpose in view. This purpose is to develop 

out of the real business experience of “the street” certain broadly 

applicable principles that will prove helpful to other business men. 

Perhaps too much stress is being laid upon the business experience of 

the writers of these books, in the hope that a large experience will cover 

a multitude of defects. Nevertheless there is no denying that a wealth 

of new material is thus being accumulated on many phases of the many- 

sided problem of the modern business man. The writers have gone 

pioneering for facts and have performed a notable service by blazing the 

way for a more extended and mature treatment. 

Such a book is Mr. Clifton C. Field’s Retail Buying. It covers a 

part of the field hitherto neglected—the equipment and practices of the 

buyer of merchandise. The author declares at the very outset the 

laudable purpose to “provide a simple and readable explanation of what 

is best today in buying principles and practice.” As in so many other 

departments of business activity today, it is desired here to displace the 

old-fashioned, empirical, “rule-of-thumb” methods with scientific prin- 

ciples. It is a noble ambition, of course, though one is rarely deceived, 

by a mere historical description or by an emphatic assertion that “this 

is the best way,” into believing that he is getting the real stuff of business 

science. Here is another case where “knowledge comes, but wisdom 

lingers.” 
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In these new business books that contain much valuable new 

material, one must forever keep in mind the distinction between facts 
and principles, between business gossip and business science. ‘The old 

adage is ‘Goods well bought are half sold’”’ (p. 1), which does quite well 

enough for good business advice, but is not business science. One 
swallow does not make a summer, nor one instance establish a principle. 
Writers of the new business books do not always remember this. 

Retail Buying has been carefully analyzed. There are four parts, 

dealing respectively with “The Merchant as a Buver,” “ Merchandise,” 

“Buying Practice,” and “Stock Systems.” The first is purely introduc- 

tory; the second has a valuable chapter on “Sources of Merchandise’’; 

the third is by far the best section, containing an excellent chapter on 

“Determining Qualities”; the last seems considerably detached from 
the rest and without any close logical connection. This last part is 

covered by other books more thoroughly and extensively. It is especially 

difficult to see how “Instruction to Salespeople” (chap. xiii) belongs in 

a book that purports to be a scientific treatment of retail buying. 

The style is matter of fact, almost laconic. There is an element of 

stiffness and bluntness in it that appears to arise from lack of practice 

in writing. The discussion, however, is clear and usually simple. 
Heavy-faced leads have been set in at every change of topic, like per- 

sistent guideposts—perhaps a bit too persistent for the complete comfort 

of the wayfarer. The cursory reader, however, is thus enabled the more 

readily to find the topics in which he is interested. 

The real contribution in this book is to be found in Part ITI, entitled 

“Buying Practice.” It is just here that an undeveloped field was 

entered. No one has written satisfactorily about the work of the pur- 

chasing agent, the merchandise buyer. The general practice and the 
“best”’ practice are both of interest and suggestive. A far more extended 

“scientific” treatment of the “merchandising plan” would do a good 

service by discussing merchandising stock plans from a “scientific” 

point of view. 

The important function performed by the merchandise buyer, the 

broad training and experience necessary, are clearly presented. With a 

better background of theory the writer might have shown what a factor 

for business control an expert buyer may become, how far he partakes 

of the entrepreneurial power. Highly developed faculties, foresight, 

keen judgment, and the ability to discern long-time issues must be his. 

The final words of this volume are interesting in this connection: “All 

of this discussion leads back to the original statement—that the function 

44 



BOOK REVIEWS AND NOTICES 1055 

of a buyer as a merchant is to buy merchandise according to a mer- 

chandise plan, to sell so as to make a satisfactory profit, and to manipu- 

late his purchases so as to secure the proper number of turnovers and 

leave his stock in good condition at the end of the season. This is a big 

job for any man, for merchandising is a life’s work, and it calls for the 
best efforts of a real merchant. Such a man is the ideal buyer.” 

C. S. Duncan 
Tue UNIVERSITY OF CHICAGO 

Free Speech for Radicals. By THEODORE SCHROEDER. Riverside, 

Conn.: Hillacre Bookhouse, 1916. Pp. viii+206. 

This book might appropriately be entitled “Free Speech for I.W.W.’s and 
Anarchists,” for on the whole it undertakes the defense of this “‘most despised 
of all classes.” In general, the writer treats his subject in a dispassionate 

manner and the book makes interesting reading, but the reader frequently is 

challenged to make active rejoinders to the many sweeping conclusions. In 

defending the right of free speech the author’s premise would be stated some- 

thing like this: free speech is a natural right guaranteed by the Constitution; 
any abridgment of the right is an abridgment of the Constitution and there- 
fore wrong. 

The implication of the eighteenth-century philosophy is obvious; but to 
go to his definition (p. 20): “‘By freedom of speech I do not mean the right to 
agree with the majority, but the right to say with impunity anything and 

everything which one chooses to say... . including even treason and 

assassination . . . . and to speak it with impunity so long as no actual material 

injury results to anyone, and when it results . . . . to punish only for the 
contribution to that material injury and not for the mere speech as such.” 

In the first place, the Constitution does not guarantee the right to everyone 
“to say with impunity anything and everything which one chooses’’; this is a 
wrong interpretation, for the fundamental law merely restricts the common- 

wealths from passing anti-free-speech laws. But in order to satisfy his own 

logic Mr. Schroeder is forced to conclude that it is wrong to punish “free 

speech as such” because even to prefer the charge would violate the Constitu- 

tion, even though crime be committed. In other words, the Constitution 

protects everyone against the charge of the abuse of free speech. 

In the second place, his formula attempting a definition of police-power 
administration is, to say the least, amateurish. Does he mean that society 

must await ‘‘actual material injury” before undertaking self-protection ? 

Evidently this is the idea, for on another page (p. 88) he states: “Freedom of 

speech is wrongfully abridged whenever an individual is suppressed or punished 

except on the basis of an ascertained, actual, and material injury or imminent 

danger thereof.” The reader is left to imagine what kind of order would 
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prevail under such a régime. The added burden which such a scheme would 
impose upon the already overtaxed police force in keeping down crime makes 

it undesirable as a reform measure. Furthermore, if established in one case, 

why not in all cases of a similar nature, such as the carrying of concealed 

weapons, attempted assault, or even the incorporation of a blackmail trust ? 

The doctrine throughout leans toward extreme liberty, and when the 

author argues “that the state has no existence except as a few fallible office 
holders” (p. 4), and that the government “is a human expedient . . . . sub- 

ject to be abolished at the will of those who created it,” and “that the legis- 
lature in protecting society must do it in such a way as not to prevent any single 
or social or personal use of that which is [merely] dangerous” (p. 113), and 
that “mere preparation such as might be useful in war, or in resistance to 

government but not followed by actual hostilities, is not treason” (p. 98), we 

accuse him of being the mere tool of his client, if not an active member of the 

clan. 

In much the same vein he champions the right of freedom of the press, the 
disseminating of obscene literature, and the rights of personal liberty; and in 
this part many of his readers would advocate suppression. 

Nearly one-half of the book is devoted to a description of the San Diego 
free-speech fight, which tells of the many inhumanities committed in the name 
of law and order over the free-speech right. It is far from the facts that 

intelligence is always brought to the solution of these acute crises in our civil 

experiences; a decided change is needed in the methods used to suppress anti- 
social demonstrations. The San Diego fight over free speech was a blot on 
the fair name of the nation; and a more constructive policy must be devised 

whereby a greater freedom of utterance than now exists is given to this class 
if the anarchy of San Diego is to be avoided. No doubt one of the greatest 

sources of social unrest and bitterness against the present order has been the 

attitude of the police toward public speaking. The man who gives vent to his 

feelings feels relieved, and is less impelled to commit violence than the man who 

broods over the suppression of his speech. Mr. Schroeder therefore concludes 

that the remedy lies in removing the justification and necessity for terrorism 

by establishing entire freedom of speech and of the press. 

Will the granting of extreme liberty, as the author argues, solve the 

problem? Will this remedy the situation and give the anarchists what they 

are seeking for? The reviewer thinks not. Unhindered speech of the extreme 
type means the advocacy of the destruction of government—the advocacy of 
violent means to that end. It would end in violence, but not in the abolition 

of government, for the institution is founded on centuries-old traditions and 
obviously fills an indispensable function. 

So long as law and order and the institution of government are sanctioned 
by society as contributory to progress, just so long will it resent any attempt to 

overthrow them; those who run counter to the genera! will must suffer in the 
contact. 
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Conservation and Economic Theory. By RicHarp T. Ey. Reprint 

from Bulletin No. 109, January, 1916, American Institute of Mining 
Engineers. New York. Pp. 211-26. 

Mr. Ely in this short monograph has attempted to “‘outline the field for 
the economist in conservation.’ As it would require a pretentious volume to 
complete the theory of conservation, Mr. Ely has been satisfied to give it here 

in the very briefest form. The outline proper is divided in two parts, namely, 
Part I, “Conservation Defined and Described,” and Part II, ‘‘Some Economic 

Principles of Conservation.” Part I is of relatively more importance as a 

contribution to economic literature, for the latter portion in the main merely 

restates in practically the old form the economics of present and future values 

as they apply to the question of conservation, and adds nothing new except 

perhaps the suggestion that the practical working out of the question lies in 
the creation of a conservation commission. 

We are indebted to the writer for the following definition of ‘“‘conserva- 
tion” (p. 211): 

Narrowly and strictly considered it means preservation in unimpaired efficiency 
of the resources of the earth; or in a condition so nearly unimpaired as the nature 

of the case, or wise exhaustion, admits. And broadly considered, it means more than 
the word itself implies, for it naturally includes an examination of methods whereby 

the natural inheritance of the human race may be improved; and still more broadly 

considered . . . . it includes a treatment of the effects of productive conservation 
measures upon distribution. 

Thus, in fine, it embraces four categories, namely, preservation of the 
natural resources, the improvement of the natural inheritance of the race, i.e., 

increasing their efficiency, social production, and, lastly, justice in distribution. 
__ Justice in the distribution process, as the conservationist sees it, consists 

in checking or reducing the “private receipt of property or income beyond 

what is a fair return to capital and labor and enterprise reserving the surplus 
for public use.” And in this, we are informed, is the central idea of true con- 
servation. Much of the study of the subject belongs in the realm of the natural 
science, but as the end is human welfare, the former becomes submerged in the 

latter. Conservation as synonymous with preservation, emphasizes the present 

and past waste of natural resources, and suggests means of putting a stop to 

the waste; the main problem here is one of social control, “very frequently 
taking the form of public ownership and management.” Increasing the quali- 
tative and quantitative efficiency of the present resources by such technical 

devices as reforestation, impounding of water, soil conservation, etc., is only 

a part of the larger conservation concept; it emphasizes the technique which 
at times aims at enriching individuals at the general public expense, whereas, 
the larger meaning embraces the distributive problem as well as the science 
problem. Finally, conservation considered in the light of social production 
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is largely a matter of the institution of property and contract and, the writer 
concludes, ‘we cannot make much progress until we have adopted the social 

theory of property and the social theory of contract.” 

The World Decision. By Rosert Herricx. Boston: Houghton 
Mifflin Co., 1916. 8vo, pp. 253. $1.25. 

This recent addition to the literature of the present war may be described 

as a study in race psychology and national ideals. The author spent the 
greater part of last year in Italy and France, and has made a keen study of the 

attitudes of the Latin peoples. In his interpretation of the present struggle he 

is not concerned with the material or economic phases which have been so 
much emphasized by other writers. His interest lies rather in the ideals and 
impulses of which commercial rivalry or military operations are but the out- 
ward manifestations. To him the war appears as a conflict of ideals, a 
struggle between two opposed traditions of civilization. In this world-clash 

the significant thing is the “spiritual antagonism between the Latin and the 
German, between the two visions of the world which the German and the 
Latin imagine and seek to perpetuate” (p. 5). The fact that the Latin forces 

engaged possess less than half of the strength of the allied powers does not 
alter the author’s firm conviction that the question at issue is whether the 
Latin or the German ideal shall dominate and assume the mental and spiritual 
leadership of the world. 

Mr. Herrick has no patience with those who would condemn all wars as 
brutal, needless, or insane. While admitting all the horror and suffering 
which war involves, he maintains that circumstances may arise, and do arise, 

when the “pale concept of internationalism” cannot be expected to restrain 
the passion of patriotism. On the greater issues of life there is no possible 
neutrality, and patriotism is simply belief in an ideal. ‘Patriotism is the 

better part of man, his ideal of life woven in with his tissue. Men have always 

fought for these things—for their own earth, for their own kind, for their own 

ideal—and they will continue to give their blood for them as long as they are 

men, until wrong and unreason and aggression are effaced from the earth” 

(p. 95). 

The National Budget System. By CHARLES WALLACE CoLLins. New 

York: Macmillan, 1917. 8vo, pp. vit151. $1.25. 

The author has attempted to present in this small volume a “simple and 

direct description of the budget system and its relation to our government 

suitable to be put into the hands of the layman.” In the opinion of the re- 
viewer the attempt has been successful. 

After a brief review of the preparation, ratification, execution, and audit 
and control of the budget in Great Britain, France, Germany, Switzerland, and 
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Japan, Mr. Collins sets forth in an interesting and accurate way the methods 
employed by our federal government. These methods are then criticized and 
the executive budget proposed as a substitute for them. He proposes “‘the 

preparation and submission to Congress by the President of an itemized pro- 

gram for the government for the coming fiscal year; the ratification of this 
program by Congress, without amendments increasing it on the basis of the 
principle of executive responsibility; the spending of the money by the execu- 

tive; the audit of the accounts by some agency independent of the executive 

but reporting to Congress, and the approval of the accounts by Congress.” In 
chap. xi, entitled “‘Constitutional and Legal Questions Involved,” he indicates 

in detail how the necessary changes might be made without amendment of 
the Constitution. On the whole the argument presented is excellent, but some 

of the difficulties which would be involved under our present system of federal 
government are passed over with slight or no consideration. 

The Issue. By J. W. HeaptaM. Boston: Houghton Mifflin Co., 1917. 
12mo, pp. vii+159. $1.00. 

This book is really an answer to German accusations that it is England 
who, by her immoderate demands, is barring the way to peace in Europe—a 
peace which Germany offers and has a number of times suggested. The 

attempt is made to prove that the real issue of the war is German desire to 

dominate all Europe. To establish his point, Mr. Headlam uses statements of 

German origin to show the basic reason why all suggestions for peace that have 
come from authoritative German sources are quite unacceptable. The sources 

used are the manifesto of the six industrial associations and that of the German 

professors, statements of the different party leaders, utterances of the Chan- 
cellor, and the written works of Prince von Biilow and Friedrich Naumann. 

Germany cannot shift upon any other nation the blame of starting the war, 
says Mr. Headlam; for she deliberately defied the political custom of Europe 

by refusing “‘to allow the other powers to be consulted in a matter which had 

always been held to be a common European concern”—a conflict of interests 
between two powers. Therefore, there can be no lasting peace before Germany 

has changed her attitude and realizes that no one nation can hope to carry out 

her will against the united opposition of practically the whole of Europe. But 
peace will come “‘when Germany has learnt the lesson of the war, when it has 
found, as every other nation has had to learn, that the voice of Europe cannot 
be defied with impunity.” 

The Minimum Cost of Living. By WrNiFRED StTuART GipBs. New 
York: Macmillan, 1917. 

This study varies from other investigations of the cost of living in families 

of limited income in New York City in that the principles of scientific budget- 
making have been applied to the household expenditures. It therefore not 
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only indicates the total amount required to satisfy minimum needs and the 
percentage that must go for each purpose under the best possible use of the 

income, but also suggests some of the possibilities for family welfare of carefully 

planned expenditure. 

The experiment was carried on in seventy-five dependent families by the 
Home Economics Staff of the New York Association for Improving the Con- 

dition of the Poor. The plan included careful estimates of minimum require- 
ments, instruction in carrying out the budget planned, lessons in cooking and 
sewing. The ninety-three pages which constitute the book are pretty largely 
taken up by detailed records of the seventy-five expense accounts, the seventy- 
five dietaries, etc. The comment in the text is accordingly quite brief and 

summary. 



The University of Chicago 
FOUNDED BY JOHN DO. ROCKEFELLER 

ANNOUNCEMENT S 

Vol. XVI No. 1 

THE SUMMER QUARTER 

1917 

axl = Summer Quarter at the University of Chicago 

is the most largely attended of the year, more than 

= thousand students having registered in the 

summer of 1916. The University year is divided 

into quarters: the Autumn, Winter, Spring, and 

pu In 1917 the Summer Quarter will begin 

ane 18 and close August 31. The First Term will begin June 18; the 

Second Term, July 26. Students may register for either Term or for 

both. Students entering at the beginning of the Second Term may 

register for courses for which they have had the prerequisites. The 

courses during the Summer Quarter are the same in character, method, 

and credit value as in other quarters of the year. 

A large proportion of the regular Faculty of the University, which 

numbers over three hundred, and also many instructors from other 

institutions, offer courses in the Summer Quarter, and in this way many 

varied points of view are given to students in their chosen fields of study. 

ARTS, LITERATURE, AND SCIENCE 

The University offers during this quarter, in the Schools of Art, 

Literature, and Science, both graduate and undergraduate courses in 

Philosophy, Psychology, and Education; Political Economy, Political 

Science, History, Sociology and Anthropology, and Household Adminis- 

tration; Semitics and Biblical Greek; Comparative Religion; History of 

Art, Sanskrit, Greek, and Latin; Modern Languages; Mathematics, 

Astronomy, Physics, and Chemistry; Geology and Geography; Botany, 

Zoélogy, Physiology, Physiological Chemistry and Pharmacology, 

Anatomy, Pathology, Hygiene and Bacteriology; and Public Speaking. 
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THE PROFESSIONAL SCHOOLS 

Divinity 

The Divinity School is open to students of all denominations, and the 

instruction is intended for ministers, missionaries, theological students, 

Christian teachers, and others intending to take up some kind of religious 

work. The English Theological Seminary, which is intended for those 

without college degrees, is in session only during the Summer Quarter. 

The Graduate Divmity School is designed for college graduates. Pastors, 

theological teachers, students in other seminaries, candidates for the 

ministry, and other Christian workers, with requisite training, are 
admitted in the Summer Quarter. 

The Chicago Theological Seminary will also be in session during the 

Summer Quarter, and its courses are open on the same conditions as 

those that obtain in the Divinity School. 

Law 

In the work of the Law School the method of instruction employed— 
the study and discussion of cases—is designed to give an effective 

knowledge of legal principles, and to develop the power of independent 

legal reasoning. The three-year course of study offered constitutes a 

thorough preparation for the practice of law in any English-speaking 

jurisdiction. By means of the quarter system students may be graduated 

in two and one-fourth calendar years. Regular courses of instruction 

counting toward a degree are continued through the Summer Quarter. 

The courses are so arranged that students may take one, two, or three 

quarters in succession in the summer only before continuing in the 
following Autumn Quarter. The summer work offers particular advan- 

tages to teachers, to students who wish to do extra work, and to prac- 
titioners who desire to study special subjects. 

Medicine 

Courses in Medicine constituting the first two years of the four-year 

course in medicine in Rush Medical College are given at the University of 

Chicago. For the majority of students taking up medical work for the 

first time, it is of decided advantage to enter with the Spring or Autumn 

Quarter. For the student who is lacking in any of the admission courses, 
or who seeks advanced standing, it is of especial advantage to enter for 

the Summer Quarter. All the courses offered are open to practitioners 
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of medicine, who may matriculate as unclassified or as graduate students. 
Practitioners taking this work may attend the clinics at Rush Medical 

College without charge. 

Education 

In the Professional Schools the Graduate Department of Education 

in the School of Education gives advanced courses in Principles and 
Theory of Education, Educational Psychology, the Psychology of 

Retarded and Subnormal Children, History of Education, and Social 
and Administrative Aspects of Education. The College of Education is 

a regular college of the University, with all University privileges, and in 

addition provides the professional training of elementary- and secondary- 

school teachers and supervisors. It offers undergraduate courses m 

professional subjects and in the methods of arranging and presenting the 

various subject-matters which are taken up in the elementary and 

secondary schools. The University High School, with the fully equipped 
shops of the Manual Training Department, is in session during the 

Summer Quarter, and opportunity is offered to take beginning courses in 

Latin and to review courses in Mathematics and History. The regular 

shop work, supplemented by discussions of methods, is open to teachers 

pursuing these courses. 

Commerce and Administration 

The School of Commerce and Administration is an undergraduate- 

graduate professional school, offering courses arranged to meet the needs 

of those preparing for various business pursuits, for commercial teaching, 

for secretarial work, and for philanthropic service. The work for the 

summer of 1917 will be organized, in co-operation with the School of 

Education, with especial reference to the needs of commercial teachers. 

In all the curricula emphasis is placed upon (1) broad foundations of work 

in history, political economy, sociology, psychology, biology, government 

and law; (2) an individualized curriculum; (3) contact with practical 

affairs; and (4) a professional spirit. 

The University of Chicago is peculiarly fortunate in its environment 

in summer. The city of Chicago is relatively cool. High temperatures 

are not frequent or long continued, and the normal temperature, in com- 

parison with that of other large cities, is low. Reports of the United 
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States Weather Bureau show that the average summer temperature of 
Chicago is lower than that of most cities of its class. In addition to 
this advantage in weather conditions, the University has an especially 
favorable situation in the city. To the south stretches the Midway 
Plaisance, an avenue of lawn a block wide and a mile long; and about 
equidistant are Washington Park, a large recreation ground on the west, 
and Jackson Park, equally spacious, on the shore of Lake Michigan, to 
the east. 

Opportunities for diversion are numerous. In Jackson Park there 
are golf links, and in both Jackson and Washington parks, lagoons for 
rowing. There are many tennis courts in both parks, along the Mid- 
way, and on the campus. Through the Frank Dickinson Bartlett 

Gymnasium full facilities for physical culture are given to men. The 
Reynolds Chub offers social privileges to men. Similar opportunities for 
women are offered in the gymnasium, swimming pool, and clubrooms of 

the new Ida Noyes Hall. Many social clubs are organized among 

students. The Dames Club of the University of Chicago, composed 

of wives and mothers of students, meets every second and fourth 

Saturday of the month. The place of meeting will be announced in the 

Weekly Calendar. 

Notable public libraries and museums, highly organized industrial 

plants, many typical foreign colonies, a large number of settlements, 

and other significant social institutions make Chicago a peculiarly 
appropriate center for study and investigation. 

A series of public lectures in Literature, History, Sociology, Science, 

Art, Music, etc., scheduled at late afternoon and evening hours through- 

out the Summer Quarter, affords an opportunity to students and other 

members of the University community to hear speakers of authority 

and distinction in many departments of study and activity. This pro- 

gram will include a number of popular readings and recitals, open-air 

performances, concerts, and excursions to places and institutions of 

interest in and near Chicago. 

The complete ANNOUNCEMENT of courses for the Summer 

Quarter of 1917 will be sent on application to 

THE UNIVERSITY OF CHICAGO 

CHIcaGo, ILLINOIS 



This holiday season 
officers and enlisted men will enjoy reading 

The Life of 

Lieutenant General Chaffee 
By WILLIAM HARDING CARTER 

Major General, United States Army 
Commander of the Central Department 

“Tt has remained for the present generation to witness the 
solitary instance in which a soldier risen from the ranks of 
the Regular Army has been honored with the highest mili- 
tary office in the gift of the nation. Not for this exceptional 
fact, but because of his long and remarkable career in arms, 
the life-work of Lieutenant General Adna Romanza Chaffee 
deserves to be made of record, that future generations of 
Americans may comprehend what men of .his time endured 
for the nation’s sake. . . . . General Chaffee’s career 
should be an inspiration to every young man whose tastes 
and qualifications suggest the army as a career.’”’—-From 
the Author’s Foreword. 

260 pages, 16 half-tone inserts —$2.50, postage extra 

(Ready December 15) 

SPECIAL ATTENTION GIVEN TO ADVANCE ORDERS. YOUR CARD, IF 

SUPPLIED, WILL GLADLY BE INCLOSED IN GIFT COPIES WHICH YOU DE- 

SIRE MAILED DIRECT TO YOUR FRIENDS. 

* * * * * * * * 

THE UNIVERSITY OF CHICAGO PRESS 
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Are You Interested in the France of Today? 
Then your interest includes the 
France of yesterday: the France 
of the Gauls, conquered by Caesar 

and profoundly Romanized; the 
France of the feudal period, with its 
spirit of chivalry; the France of 
universal influence in government, in 
the arts, in literature, in learning. To 
understand the France of today one 
must comprehend the France of the 
past, for, as CHARLES Victor LANG- 
Lois, of the University of Paris, 
asserts in 

The Historic Role of France 
Among the Nations 

(An Address) 

“The ultimate object of all labor on the his- 
tory of a nation is to determine that nation’s 
present position and the direction in which 
it is moving.” This little brochure will not 
tell you how the battle of Bouvines was won, 
nor how that of Poitiers was lost. But it 
interprets the history of France across the 
ages; it shows how the nation was formed 
and of what elements; what were its domi- 
nant ideals in the past and what it achieved, 
and what France represents today. 

The story is told concisely and vividly. A 
limited supply of copies of the address, in paper 
covers, are available and will be sold while they last 
for15centspostpaid. Mentionthis announcement 
when ordering. 

The University of Chicago Press 
Chicago 5827 Ellis Avenue Illinois 

Standards of 
American Legislation 

By ERNST FREUND 

Professor of Jurisprudence and Public Law. 
the University of Chicago 

ODERN social legislation is dis 
cussed as a corrective measure for 
the shortcomings of the principles 

of common law. “Legislation ought to 
do what lawyers cannot,” is the them: 
which the author develops. A set of prin 
ciples and standards upon which cor 
rective statutes should proceed is th 
constructive element of the book. 

“The volume contains a great deal of infor- 
mation never before collected, of interest to 
lawyers, as well as to students of social prob- 

American Law Review. 

348 pages, $1.50, postage extra 

(weight 1 lb. 10 

The University of Chicago Press 
Chicago 5827 Ellis Avenue Illinois 

NEW IMPRESSION 
of a beok which the Outlook calls “admirable and illuminating”’ 

The Evolution of Early 
Christianity 

By SHIRLEY J. CASE 
Professor of New Testament Interpretation 

The University of Chicago 

$2.25, postage extra (weight 1 lb. 11 02.) 

‘“‘The modern Church needs to learn from the experi- 
ence of the early Church to make religion an affair 
of life and growth commensurate with the needs of 
the present generation.” 

The University of Chicago Press 
Chicago 5827 Ellis Avenue Illinois 

Preserve Your 

Magazines 
Have them bound in Cloth 

or Leather. It will improve 

the appearance of your 

Library at a small expendi- 

ture. The University of 

Chicago Press has a well- 

equipped job bindery and 

will be pleased to quote 

prices + + + + + 

The University of Chicago Press 
5827 Ellis Avenue 

Mfg. Dept. Bindery Chicago 
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Are the ills of society to be righted by an early and ? 
sudden destructionof the present world, or isperma- 

nent relief to be secured only by a gradual processof 

strenuous endeavor covering a long period of years? 

READ THE ANSWER TO THIS QUESTION’ IN 

THE MILLENNIAL HOPE 
A PHASE OF WAR-TIME THINKING 

By SHIRLEY J. CASE 
Professor of Early Church History and New Testament 

Inter pretation, the University of Chicago 

(To be published in January) 

The stirring events of recent times have 
given new point to this question. The 

author does not mince words in his 

vigorous and effective answer. The 

general interest in the theme of the 

book and the author’s reputation 

assure this volume a wide reading. 

ADVANCE ORDERS RECEIVED Now 

$1.25, PostaGe ExTRA 

THE UNIVERSITY OF CHICAGO PRESS 
CHICAGO 5827 Ellis Avenue ILLINOIS 
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INEXPENSIVE COVERS FOR 
YOUR OLD PERIODICALS 

with name of 

magazine and 

numerically 

by volume and 

| arranged on 

the shelves, 

they look as 

well as bound 

volumes. 

LIBRARY COVERS 
Dozen lots 100 lots 

Standard size 10%7%4 @ $2.00 per doz. $ 8.00 per 300 
No. 2 size 12}x9}x4 @ 2.50 “ 11.50 
No. 3 size 13x10x3} @ 15.00 “™ 
No. 4 size a 
No. 5 size 16}x11}x3 @ 3.30 ° 

F.O.B. Chicago 

H. SCHULTZ & co., Inc. 
519 W. Superior Street hicago, ILinois 

UNFAIR COMPETITION 
By W. H. S. STEVENS 
Sometime Professor of Business Admin- 
istration in Tulane University. Editor 
of Industrial Combinations and Trusts 

Mr. Stevens examines 
twelve methodsof competi- 
tion selected from the prac- 
tice of modern corporations 
and trusts, and discusses 
an economic standard for 
judging their fairness 
under present legislation. 

“One of the most valuable books 
for the legal profession and busi- 
ness men now before the pub 
lic.” — Western Trade Journal. 

278 pages; $1.50, poskage extra 
(weight 1 lb. 3 oc.) 

THE UNIVERSITY OF CHICAGO PRESS 
CHICAGO 5827 Ellis Avenue ILLINOIS 

TEACHER’S AGENCY 
28 E. Jackson Bivd.,Chicago this organize tion—national in seope—em- 

ployers and teachers naturally turn in mak- 
Boston NewYork Birmingham Denver ing a survey of the whole educational field 
Portiaad vueley lLosAngeles for best teachers and teaching opportunitie~ 

Never was the demand so great 
teachers and specialists. 

POSITIONS OF ALL KINDS 
For nine years we have 

given our time and energy to this work. 

The University of Chicago Press 
@ Educational and Scientific works printed in 
English, German, French, and all other modern 
languages Estimates Furnished 
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AMERICANS AND THE 
WORLD-CRISIS 
By ALBION W. SMALL 

The American Journal of Sociology © 

September 1917 

50 cents, single copy; $2.00 a year 

The University of Chicago Press, Chicago, Illinois 
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New and Forthcoming Books 7) 

A Manual of Style: New Fifth Edition 
By Tae STAFF OF THE UNIVERSITY OF CHICAGO PRESS 

The increased value of the fifth edition will be evident to all who desire an authoritative guide on questions con- 
ie the style of a book or any other printed matter. An invaluable handbook for writers, editors, teachers, 
librarians, ministers, lawyers, printers, proofreaders, etc. 

270 pages, cloth; $1.50, postage extra (weight 1 lb. 6 oz.) 

Martin Luther and the Morning Hour in Europe 
By Franx W. Gunsavtus, Pastor of Central Church, Chicago, and President of the Armour 
Institute of Technology 
Commemorating the four-hundredth anniversary of the beginning of the German Reformatior. 

50 pages, paper; 25 cents (postpaid 28 cents) 

The Gospel of John 
By Epcar J. Goopspeen, Professor of Biblical and Patristic Greek, the University of Chicago 
A careful historical study, throwing much light upon the authorship and purpose of the gospel of John, and the 
part which it played in the thought and life of the early Christians. 

44 pages, paper; 50 cents (postpaid 52 cents) 

The Papers of the Bibliographical Society of America 
Vol. XI, Nos. 3-4. July—October, 1917 

Edited by Axset G. S. Josepuson of the John Crerar Memorial Library 
74 pages, paper; $2.00 (postpaid $2.04) 

Stellar Parallaxes Derived from Photographs Made with the 40-Inch 
Refractor 
(Publications of the Yerkes Observatory, Vol. IV, Part I) 

By Freperick Siocum, S. ALFRED MitcHEtL, OLtver J. Lee, AtFrep H. Joy, and GEORGES 
VAN BIESBROECK 

74 pages and 2 plates, paper; $1.50, postage extra (weight 11 02.) 

Contributions from Walker Museum 
Vol. Il, No. 1. The Structure and Relationships of Diplocaulus 

By Herman Dovtsrrr, Assistant Professor of Zoblogy, the University of Kansas 
42 pages and 2 plates; 25 cents (postpaid 27 cents) 

No. 2. Labidosaurus Cope, a Lower Permian Cotylosaur Reptile from Texas 
Samvuet W. Wiiuiston, Professor of Vertebrate Paleontology, the University of 

16 pages, paper; 25 cents (postpaid 28 cents) 

No. 3. The Phylogeny and Classification of Reptiles 
By Samvuet W. Wriuiston, Professor of Vertebrate Paleontology, the University of 

14 pages, paper; 25 cents (postpaid 28 cents) 

TO BE PUBLISHED IN DECEMBER 

The Life of Lieutenant General Chaffee 
By Wiri1am Harpinc Carter, Major General, the United States Army. Commander of the 
Central Department 
“General Chaffee’ S career should be an inspiration to every young man whose tastes and qualifications suggest the 

army a0 a career.’ 260 pages, 16 half-tone inserts, cloth; $2.50, postage extra 

Publications of the Members of the University of Chicago, 1902-1916 
Compiled on the Twenty-fifth Anniversary of the Foundation of the University, by a 
CoMMITTEE OF THE FACULTY 

526 pages, cloth; $1.50 (postpaid) 
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SELF STARTING 

REMINGTON 
TYPEWRITER 

Saves from 15% to 25% of 

every letter-writing hour 

S new invention permits your 

typist to keep her eyesonhercopy. 

The machinedoesn’t have to be looked 
at, or the scale watched. The time 

saving isautomatic. There is no other 

typewriter like this. Fully protected 

by Remington patents. 

Descriptive folders mailed on request. 

REMINGTON TYPEWRITER CO. 
(Incorporated) 

NEW YORK AND EVERYWHERE 

FINE INKS ADHESIVES 
For those who KNOW 

Weick riting ink 
Engrossing ink 
Taurine Mucila:c 

H iggins’ | Photo Mounter Paste 
Drawin 

uid 
Paste 

Vegetable Glue, Etc. 

Are the Finest and Best Inks and Adhesives 

Emancipate yourself from the use of corrosive and 
ill-smelling inks and adhesives and adopt the 
nH ms inks and Adhesives. will bea 
revelation to you, they are so sweet, clean, well 
put up, and witha! so efficient. 

At Dealers Generally 

CHAS. M. HIGGINS & CO., Mfrs, 
Branches: Chicago, London 

271 Ninth Street Brooklyn, N.Y, 

Simple in Operation 

Teachers, lecturers, instructors in classroom 
or laboratory, find that all the requirements 

of a projection lantern are completely met by the 

BALOPTICON 
THE PERFECT STEREOPTICON 

Its superiority of optical equipment, giving remarkable clearness tc to the corners of the image, its new and 
and its combi operation 

Superior in Optics 

ine with its ease powerful Mazda lamp equip 
to ‘ome it an ideal means of graphic 

Model C—for slides. Has new Soe Mazda lane giving i igation superior: to that of any similar 
instrument on the market. 

Combined Model—for both slid 
arc 

Other models from $26.50 up. 
W rite for intergating descriptive matter and Ulustrdted price list. 

Bausch § lomb Optical ©. 
654 ST. PAUL STREET, ROCHESTER, N.Y. 

NEW YORK, WADUNATON. CHICAGO, SAN FRANCISCO 

atus, (Balopticons) Photographic and Ophthaimic Lenses, 
Stereo-Prism Binoculars, ae other High-Grade Optical Products. 

Leading American Makers of Microscopes, Projection / 

lamp giving superior 

~ 
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Care. 

opaque objects. E pag 
Iamp—yet using only 9 eyes 




